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EXTENSION OF SMALL BUSINESS ADMINISTRATION 


THURSDAY, MAY 5, 1955 


Unrrep STaTes SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON SMALL BUSINESS, 
Washington, ID. ¢ 


Lhe subcommittee met, pursuant to call, in room 301, Senate Oflice 
Building, at 10:05 a. m.. Senator Way ne Morse (chairman of the sub 
om mittee ) presiding. 

Present: Senators Morse, Ive , and Pay ne, 

\lso present: Senator Johnson of Texa 

senator Morsr. ‘The hearing W ill come to ord l 


The chairman wiht to apologize to hi eo}l ‘ ‘ rom New York, 
and also to the witnesses, for starting the heart > minutes late, but I 


happened to be involved in an emergency that made it impossible for 
ine to get here until this very moment, 

In opening these hearings I wish to present a brief summary of 
the problems before the committee on pending legislation. 

In the 83d Congress, Ist session, S. 1523 was referred to the Bank 
ng and Currency Committee. Its purpose was to dissolve the Recon- 
struction Finance Corporation and to establish the Small Business 
(dministration. 

This bill passed the Senate and a different one the House, H. R. 5141. 
Out of conference came the Small Business Administration as we now 
have it. 

The House bill provided solely for the creation of a Small Business 
\dministration. ‘The Senate amendment prov ded for the termination 
and liquidation of the Reconstruction Finance Corporation, the trans 
fer of certain programs presently conducted by the Reconstruction 
Finance Corporation, and also provided for the creation of a Small 
Business Administration. Title I of the conference substitute pertains 
to the liquidation of the Reconstruction Finance Corporation and the 
transfer of certain of its duties, and provides that such title may be 
cited as the “Reconstruction Finance Corporation Liquidation Act,” 
and title LIL of the conference substitute pertains to the creation of the 
Small Business Administration and provides that such title may be 
cited asthe “Small Business Act of 1953.” 

The Senate amendment provided, among other things, for the termi- 
nation of the exercise of the Reconstruction Finance Corporation’s 
lending authority under the Reconstruction Finance Corporation Act 
upon the 60th day following the enactment of this act in lieu of the 
present termination date of June 30, 1954, and provided for the termi- 
nation of the succession of the Corporation on June 30, 1954, in lieu 
of the present termination date of June 80,1956. ‘The Senate amend 
ment provided further that the liquidation of the assets and winding 


1 
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pot ailairs ot the Reconstruction Fin ince ¢ Orporation be ¢al l ied out 


— exped tiously is possible 1h) accordance with the provisions ot Sec 


tions 9 and 10 of the Reconstruction Finance Corporation Act. 
| ‘ 1 l } . , 
Lhe disaster joan program and the municipal loan program of the 
Reeonstruction Finance Corporation under the provisions of title I] 


‘ . ] + . +] . 
the Sehate amendment were to be Vested hn the proposed Siintl 
‘ 
1] 


Ios CSS Ad l tration ana il revolving fund of SY? MIOnW Was to 
uithorized for the operation of each of these progras, 
Phe Sei ite amendments were adopted HN ana large. 
Without objection, at this point mn the record we will include thi 
der Col deration, as well as a SUMINALY ol thy 


Phe bills and the summary follow 





S. 16, S4th ¢ vy ] 
\ BILL To amend the Small Business Act of 1953 to provide that loans may be ide to 
m business concerns which have suff d a substantial economic inju is a 


hy the Senate and House of Representatives of the United States 


ered (| Congress assembled, That subsection b) of section 207 of the 

- Business Act of 1953 (15 [ Ss. C., sec. 636) is hereby amended by inserting 
tely before the colon preceding the proviso the following: “, including 
hecessary or appropriate loans to any small business concern located in an area 


vhere a drought is occurring, (1) if the Administration determines that the small 
siness concern has suffered a substantial economic injury as a result of such 
drought, and (2) if the President has determined under the Act entitled ‘An 


\ , thorize Federal assistance to States and local governments in major 
ters, and for other purposes’, approved September 30, 1950 (42 U. S.C 
IS55-1855¢). that such drought is a major disaster, or if the Secretary of 


ture has found under the Act entitled "An Act to abolish the Regional 
Agricultural Credit Corporation of Washington, District of Columbia, and trans 
fer its functions to the Secretary of Agriculture, to authorize the Secretary of 
Agriculture to make disaster loans, and for other purposes’, as amended, ap 
roved April 6, 1949 (12 U.S. C., sees. 1148a—1—1148a-—3), that such drought 


titut 2 production or economic disaster in such area” 


S. 150, 84th Cong., Ist sess 
A BRILL To give the Small Business Administration permanent status 


Be it enacted by the Senate and House of Representatives of the United States 
of Ane ca in Congress assembled, That (a) section 221 of the Small Business 


Act of 1953 (67 Stat. 240) is hereby repealed 
and 223 of such Act are redesignated as sections 221 and 222, 


aw? O 


pede? 


(b) Section 


respectively 


S. S581, S4th Cong., lst sess 


A BILL To make caj I e readily available for financing small business and thus to 


commerce of the United States, 





Be f enacted b the Senate and House oT Represe ntatives of the United Nfates 
Line ca in Congress assembled, That this Act may be cited as the “National 


Investment Company Aet of 19%)5 


DECLARATION OF POLICY 


St ~. It is the policy of the Congress 
a) to foster the development and growth of independent small-business 


enterprises with the objective of enabling them to make their maximum 
contribution to productive investment and employment and to the economic 
ability and growth of the Nation; 
b) to make capital for such enterprises more readily available in ade- 
quate amounts and on reasonable terms ; 
‘) to facilitate maximum participation of private financial institutions 


and investors in financing these enterprises ; and 
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(d) to supplement the existing facilities of banks and other private 
financial institutions by providing for the establishment of privately owned 
national investment companies 


TITLE I—NATIONAL INVESTMENT COMPANIES 
ORGANIZATION OF NATIONAL INVESTMENT COMPANIES 


Sec. 101. (a) National investment companies may be formed for the purpose 
of operating under this title by any number of persons not less than five, who 
shall subscribe to the articles of incorporation of any such company ; except that 
any company in whose stock one or more Federal Reserve banks invest shall be 
formed by a Federal Reserve bank, which alone shall subscribe to the articles 
of incorporation. The total number of national investment companies formed by 
Federal Reserve banks pursuant thereto shall not exceed the number of Federal 
Reserve banks and branches thereof 

(b) The articles of incorporation of any national investment company shall 
specify in general terms the objects for which the company is formed, the name 
assumed by such company, the area or areas where its operations are to be car 
ried on, the place where its principal office is to be located, and the amount and 
eclusses of its shares of capital stock; and the articles may contain any other 
provisions not inconsistent with this title that the company may see fit to adopt 
for the regulation of its business and the conduct of its affairs, including pro 
vision for cumulative voting in election of directors. Such articles and any 
amendments thereto adopted from time to time shall be subject to the approval 
of the Board of Governors of the Federal Reserve System (hereinafter called 
the “Board”). 

(c) The articles of incorporation and amendments thereto shall be forwarded 
to the Board for consideration and approval or disapproval In determining 
whether to approve the establishment of such a company and its proposed arti- 
cles of incorporation, the Board shall give due regard among other things, to the 
need for the financing of independent small-business enterprises in the area in 
which the proposed company is to commence business, the general character of 
the proposed Inanagement of the company, the number of such companies previ 
ously organized in the United States, and the volume of their operations. After 
consideration of all relevant factors, the Board may in its discretion approve the 
articles of incorporation and issue a permit to begin business. 

(d) Upon issuance of such permit, the company shall become and be a body 
corporate, and as such, and in the name designated in its articles, shall have 
power 

(1) to adopt and usea corporate seal ; 

(2) to have succession for a period of thirty years, unless extended as 
provided in this section, or unless sooner dissolved by the act of the share- 
holders owning two-thirds of the stock or by an Act of Congress, or unless 
its franchise becomes forfeited by some violation of law or regulation is- 
sued hereunder ; 

(3) to make contracts; 

(4) to sue and he sued, complain, and defend in any court of law or equity ; 

(5) by its board of directors, to appoint such officers and employees as 
may be deemed proper, define their authority and duties, fix their compen- 
sation, require bonds of such of them as it deems advisable and fix the penalty 
thereof, dismiss such officers or employees, or any thereof, at pleasure and 
appoint others to fill their places: 

(6) to adopt bylaws regulating the manner in which ‘its stock shall be 
transferred, its officers and employees appoiuted, its property transferred, 
and the privileges granted to it by law exercised and enjoyed 

(7) to establish branch offices or agencies subject to the approval of the 
Board: 

(8) to acquire, hold, operate, and dispose of any property (real, personal, 
or mixed) whenever necessary or appropriate to the carrying out of its 
lawful functions: 

(9) to act as depository or fiscal agent of the United States when so desig 
nated by the Secretary of the Treasury ; 

(10) to operate in such Federal Reserve district or districts or Territories 
or possessions of the United States as may be specified in its articles of in- 
corporation and approved by the Board ; and 
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(11) to exercise the other powers set forth in this title and such incidental 
powers as may be reasonably necessary to carry on the business for which 
the company is established 

‘ The board of directors of each national investment company shall consist 
if nine members all of whom shall be elected annually by the holders of the 
shares of stock of the company. 


CAPITAL-STOCK PROVISIONS 


S 102. (a) Each company organized under this title shall have a paid-in 


tal and surplus equal to at least $5,000,000 before it shall commence busi 
In order to facilitate the formation of national investment companies, each F‘ 
eral Reserve bank is hereby authorized, notwithstanding any other provisions of 
law, to invest in the shares of stock of one or more such companies formed by 
any Federal Reserve bank under section 201 hereof, but with a view to the ult 
disposal of su to banks and other private investors as herein pro 
ded Each Federal Reserve bank which forms a national investment cor 
pa shall invest in shares of stock of such company in al 


nimonunt equal to 
least $5,000,000, or an amount which, when added to the amounts, if 


any, of 
shares subscribed by other Federal 


Reserve banks, member banks, nonmember 
banks, financial institutions, corporations, partnerships, or other persons, sh: 


equal the sum of $5,000,000. In no event shall any Federal Reserve bank invest 


shares of national investment companies if as a result thereof it will hold an 


amount of such shares aggregating more than 2 per centum of the aggregate 
hmount 


unt of the combined capital and surplus of all its member banks or $5,000,000, 
hever is the greater. 

Che shares of stock in any national investment company shall be eligible 
for purchase by member banks of the Federal Reserve System, nonmember banks 
tit cial institutions, corporations, partnerships, or other persons. Each mem 
bank is hereby authorized, notwithstanding any other provision of Federa 

to acquire and hold an amount of such shares equal to not more than 2 
per centum of the capital and surplus of member bank. Upon the demand of any 
such eligible purchaser, a Federal Reserve bank which holds shares of stock in a 
national investment company shall, with the approval of the Board, including 
approva s to price, sell to such eligible purchaser all or a portion of such 


] 
A 
) 





The aggregate amount of shares in any such company or companies 
whi may be owned or controlled by any stockholder, or by any group or class 
of stockholder may be limited by the Board: and no one stockholder, other 

! Federal Reserve bank, shall at any time, without the approval of the 
I n Or rol more than 10 per centum of the total outstanding shares 
ol i enh Col Lpual \ 
t(ORROWING POWER 
Sec. 103. Each national investment company shall have authority to borrow 


bentures, bonds, promissory notes, or other obligations 
under such genera nditions and subject to such limitations and regulations as 
the Board may prescribe, but in no event shall any such company issue obliga 


tions which would cause the amount outstanding at any one time to exceed 


the amount of its capital stock and surplus. 


. al lf = le Its de 


ELIGIBLE ENTERPRISES 


Sec. 104. The Board, after consultation with the Secretary of Commerce, 
shall promulgate standards to determine the eligibility of business enterprises 
for the purposes of this title. In promulgating such standards, which may differ 
according to the types of financing or other relevant factors, the Board shall 
give consideration to 

a) the policies set forth in section 2; 

(b) the criteria set forth in section 603; and 

(c) the extent to which such enterprises have reasonable access to 
facilities for credit and equity financing 


LOANS AND INVESTMENTS 


Sec. 105. (a) Each national investment company shall have authority to 
make or acquire loans with or without security to business enterprises Which 
are eligible under this title, or to purchase obligations of such enterprises. Such 
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o 
loans, purchases, or other acquisitions may be made either directly or in co 
operation with banks or other lending institutions, through agreements to 
participate or by the purchase of participations, commitments to purchase, or 
therwise, as the company may determine 

b) Each national investment company shall have authority to acquire, and 


to resell to the issuer or to others, the income debentures or bonds, Common or 
preferred stocks, or other capital shares of business enterprises eligible under 


~ t 
AGGREGATI LIMITATIONS 
Sec. 106. Without the approval of the Board, the aggre e ammount of obliga 
tions and securities acquired and for which commitments iy be issued by any 


national investment company under the provisions of this title which exceed 


the sum of $1,000,000 for any single enterprise shall not exceed 3344 per centum 


of the combined capital and surplus and maximum indebte 
investment company authorized by this title 


Iness of such national 


EXEMPTIONS 

Sec. 107. (a) The loans of any national banking association which are re 
quired by any national investment company, in the making of which such com 
pany participates, or for any part of which a commitment to pure! 
hereunder shall not be subject to the limitations on real-es 
in section 24 of the Federal Reserve Act, as amended 

(b) Section 3 of the Securities Act of 1933, as amended, 
by inserting at the end thereof the following new subsection (¢) 

‘(c) The Commission may from time to time by its rules and regulations, 
and subject to such terms and conditions as may be prescribed therein, add to 
the securities exempted as provided in this section any class of securities issued 
by a national investment company under the National Investment Company Act 
of 1955, if it finds, having regard to the purposes of that Act, that 
ment of this title with respect to such securities is not necessary 
interest and for the protection of investors.” 

¢) Section 304 of the Trust Indenture Act of 1939 is hereby ar 
by adding the following subsection (e) 


iase is issued 


ate loans prescribed 


is hereby amended 


the enforce 
in the publie 


ended bv 
“(e) The Commission may from time to time by its r 


and subject to such terms and conditions as may be prescribed therein, add 
to the securities exempted as provided in this section any 


ules and regulations, 


class of securities 
issued by a national investment company under the National Investment Com 
pany Act of 1955, if it finds, having regard to the purposes of that Act, that the 
enforcement of this title with respect to such securities is not necessary in the 
public interest and for the protection of investors.” 


rAX PROVISIONS 


Sec. 108. (a) Section 361 (a) of the Internal Revenue Code is 
inserting before the word “registered” the following 
National Investment Company Act of 1955 as a national 
or is” 


amended by 
“chartered under the 
investment company 


(b) Section 361 (b) (1) of the Internal Revenue Code is amended by inserting 
immediately after the words “90 per centum” the following: “(75 per centum 
in the case of a national investment company chartered under the National 
Investment Company Act of 1955)”. 

(c) Section 361 (b) (8) of the Internal Revenue Code is amended by changing 
the semicolon immediately preceding the word “and” at the end thereof to a 
period and inserting after such period the following: “If the Board of Governors 
of the Federal Reserve System determines that it is necessary and appropriate 
to accomplishment of the purposes of the National Investment Company Act of 
1955 that any national investment company be exempt from the requirements 
of this subparagraph, it shall certify such determination to the Secretary of the 
Treasury and, in such event, the limitations prescribed in this subparagraph 
Shall not apply ;”. 

(d) Section 362 of the Internal Revenue Code is amended as follows: 

(1) By amending the first paragraph of subsection (b) thereof 
follows: 

“(b) Meruop or TAXATION OF COMPANIES AND SHAREHOLDERS.—In the case 
of the regulated investment company which distributes during the taxable year 
to its shareholders as taxable dividends other than capital gain dividends an 


to read as 
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amount not less than 90 per centum of its net income for the taxable year (in 
the case of a national investment company, increased by the amounts described 
in subsection (¢) (3) (iv) of this section, and decreased by the amounts de 
scribed in subsection (¢) (5) (ii) of this section) computed without regard to 
net long-term and net short-term capital gains, and complies for such year wit! 
all rules and regulations prescribed by the Commissioner, with the approval of 
the Secretary, for the purpose of ascertaining the actual ownership of its out 


nding stock 
~ By adding thereto a new subsection (c¢) to read as follows 
) NATION INVESTMENT COMPANY RESERVE. 
(1) RESERVE GENERALLY \ regulated investment Company which is 
tional investment company may, under regulations prescribed by thi 
Commission, with the approval of the Secretary, establish and maintain 
reserve subject to the limitations provided in this subsection. 
2) LIMITATION ON RESERV} The amount of the reserve shall not at any 
exceed the lesser of (i) 50 per centum of the invested capital of the 
upany as defined in paragraph (7) of this subsection, or (ii) the accumu 


ited earnings and profits determined as of the close of the taxable veal 


(3) CHARGES TO RESERV! The reserve shall be charged as of the end 
of the taxable year (whether or not such charge produces a minus amount 
in the reserve) with the following: 

‘(i) the next capital loss for the taxable year determined undet 

section 117 (a) (11); 


(1) the net operating loss for the taxable year determined unde! 
ectiol oe (a); 
i) the Federal income taxes attributable to the amount added 
the reserve under paragraph (5) of this subsection ; and 


) such amount as may be necessary by reason of the limitation 
rovided in paragraph (2) of this subsection. 


MANDATORY ADDITIONS TO THE RESERV} There shall be added to the 
ve as of the close of the taxable year the following : 


nonunt e to the excess of the net capital gain for the 
puted without regard to section 117 (e) (relating to 


s Carryover) over the net Capital gain for the taxable year; 


an amount equal to the excess of the net income for the taxable 


) 


eal uputed without regard to section 25 (s) (relating to the net oper 
deduction) over the net income for the taxable year 

I) IONARY ADDITION TO THE RESERVI In any year in which an 

er th: he amount deseribed in paragraph (4) of this subsec- 

! to the reserve, the company shall, in the computation of net 


rposes of this section be allowed 


from net income equal to such amount of the addi 


tion to the reserve as does not cause the aggregate amount of the reserve 


a deduction 


including such addition) to exceed 20 per centum of the invested 


i of the company us defined in paragraph (7) of this subsection ; 
id 

Tike dividends received eredit provided in section 26 (b) but 

wh credit shall not exceed SS per centum of the portion of amounts 


added to the reserve under this paragraph which is not deductible from 
net income under the preceding clause of this paragraph. 
(6) REDUCTION OR RMINATION OF RESERV} In the event of a reduc 
moor termination of the reserve in connection with a partial or complete 
liquidation of the company (or of any company to which the reserve has 
been transferred in an exchange upon which gain was not recognized by 
reason of section 112) the gain realized by a stockholder upon any such 
liquidati shall, to the extent of the pro rata share of the reserve, be 
considered as a gain from the sale or exchange of property held for less 
than six months 
‘(7) INvesTED CAPpITAL.—For the purposes of paragraph (1) of this sub- 
i the term ‘invested capital’ means the sum, determined as of the close 
the taxable vear, of 
(i) the amount of money or property (included in an amount equal 
© its unadjusted basis without regard to the value of the property as 
of March 1, 1913, except that if such basis is a substituted basis, it 
Shall be adjusted, with respect to the period before the property was 
paid in, by an amount equal to adjustments proper under section 115 
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(1) for determining earnings and profits) previously paid in for stock, 
or as paid-in surplus or as a contribution to capital, reduced by the 
amount of distributions not out of earnings and profits in the year of 
distribution and not out of accumulated earnings und profits; and 
“(ii) the amount of the outstanding indebtedness (not including 
interest) of the company which is evidenced by a bond, note, bill of 
exchange, debenture, certificate of indebtedness, mortgage, or deed of 
trust, except that indebtedness not represented by a bond or debenture 
shall not be included in excess of an amount equal to the average daily 
amount of indebtedness not so represented which was outstanding dur 
ing the taxable year.” 
(a) Each national investment company established under this title, includ 
its franchise, capital, reserves, and surplus, its income, its real property, its 
tangible and intangible personal property, its obligations (both as in principal 
and income derived therefrom), shall be subje t to taxation, in the same manner 
nd to the same extent as a State-chartered institution of similar character by 
any State, county, municipality, or local taxing authority or by any Territory, 
dependency, or possession of the United States; and its real property shall be 


ibject y special assessments for local imnprovements 
MISCEI ANEOUS 
Sre. 10% (a) Wherever practicable the operations of ; itional investment 
npany shall be undertaken in cooperation with banks her financial insti 
ions, and any servicing or initial investigation required for loans or acquisi 


tions of securities by the company under the provisions of this title may be 
handled through such banks or other financial institutions on a fee basis 











! Rach national investinent company may inake use, wherever practicable 
he i rv services of the Federa! Reserve System and of the Department 
f Commerce which are available for and useful to industrial and commercia 
nesses, and may provide consulting and ady ry services on a fee basi 
have on it taf! persons competent to provide such service Subject to the 
pervision and direction of the Board, any Federal Reserve bank is authe 
asa depository or fiscal agent for any company organized under thi 
Su npanies may invest funds not rensonably needed for their current 
in direct obligations of, or obligations guaranteed as to princiy 
est by the United States. 
The Board is authorized to prescril regulation yoverning the oper 
f national investment companies and to carry « the pre s of 
lis title in accordance with the purposes of is uA Mach national invest 
nent company shall be subject to examinations made by direction of f] Board 
y examiners selected or approved by the Board, and the cost of such exan 
us, including the compensation of the examine may in the d ‘ r 
the Board be assessed against the company exa ned i when so asst 
shall be paid by such company very such compa h make such re 
»> the Board at such times and such form as the Board may require 
1) The Secretary is authorized to advise and ussist in promoting 1 ional 
investment companies, 
‘ Rach national investment company is authorized to act as agent for 
the Secretary when so designated by hin ursuant to se on 10S of this Act 
1 granting and administering insurance under title I of this A 
f) Should any national investment company violate or fail to comy vith 
any of the provisions of this title or of regulations prescribed hereunder, all 
of its rights. privileges, and franchises derived herefrom may thereby be for 
feited Before any such company shall be declared dissolved, or its rights 
privileges, and franchises forfeited, any nceompliance lih or violation of 
this title shall, however, be determined and adjudged | court of the United 
States of competent jurisdiction in a suit brought for that purpose in the dis 





riect or territory in which the principal office of such company is located, 
which suit shall be brought by the United States at the instance of the Board 
the Attenm Gereral. 

(zg) Whenever in the jidcgme of the Bo 1 any person has engaged or is 
about to engage in any acts or practices which constitute or will constitute 
a violation of any provision of this title or of any regulation thereunder, the 
Board may make application to the proper district court of the United States, 
or the United States courts of any Territory or other place subject to the 
jurisdiction of the United States, for an order enjoining such acts or practices, 
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for an order enforcing compliance with such provision, and such courts 
f risdiction of such actions and upon a showing by the Board that 
in any such acts or practices 
ermanent or temporary injunction, restraining order, or-*other order shall 

be ted without bond 


h person has engaged or is about to en 





An itionul investment company may at any time within the two 

f next previous to the date of the expiration of its corporate existence 
{ e of the shareholders owning two-thirds of its stock, apply to th 
pproval to ext nd the period of its corporate existence for a ter 

more than thirty years, and upon approval of the Board as provide 

201 hereo ih company shall have its corporate existence extended 

eriod unless sooner dissolved by the act of the shareholders owning 

rds of its stock, or by an Act of Congress or unless its franchise becomes 


feited as herein provided 





Nothing in thi Act or in any other provision of law shall be deemed 

ea liability the United Stati or on any Federal Reserve bank 

respect to any obligations entered into, or stocks issued, or commitments 
if yany company organized under this title. 


TITLE II—CHANGES IN FEDERAL RESERVE AUTHORITY 
PEAL OF SECTION 13b OF THE FEDERAL RESERVE ACT 


~ YO1. Effective one year after the date of enactment of this Act, section 
he Federal Reserve Act is hereby repealed; but such repeal shall not 
ct the power of any Federal Reserve bank to carry out, or protect its inter 
ler, under agreement theretofore made or transaction entered into in 
¢ on operations under that section 


RETURN OF FUNDS TO TREASURY 

Si 202. (a) Within sixty days after the enactment of this Act, each Fed- 
‘ Reserve bank shall pay to the United States the aggregate amount which 
e Secretary of the Treasury has heretofore paid to such bank under the pro 
ection 13b of the Federal Reserve Act; and such payment shall 
ite a full discharge of any obligation or liability of the Federal Reserve 
ban the United States or to the Secretary of the Treasury arising out of 

ibsecti ‘ f said se m i3b or out of any agreement thereunder 
he amounts repaid to the United States pursuant to section 402, and 
xy balance of the funds set aside in the Treasury for payments 


b> of the Federal Reserve Act shall be covered into miscellaneous 


Al RIT’ O SELL ASSETS TO NATIONAL INVESTMENT COMPANIES 


Sec, 205. Any national investment company organized under this Act may 
e any Federal Reserve bank, and any Federal Reserve bank is authorized 
to sell to any such company, at such reasonable price as may be agreed upon, any 
| of the assets heretofore or hereafter acquired by such Reserve bank under 


ne p Visions Of section 13b of the Federal Reserve Act. 
PENALTIES 


SEC. SOL. Title 18, United States Code, section 1014, is amended by inserting 
the phrase “or national investment company organized under title II of the 
National Investment Company Act of 1955” after the words “Federal Reserve 


GEOGRAPHIC APPLICABILITY 


Sec. 302. The authority provided in this Act shall be applicable in the United 
States, including the District of Columbia and the Territories and possessions. 


RIGHT TO AMEND THIS ACT 


Sec. 308. The right to amend, alter, or repeal this Act is hereby expressly 
reserved. 


AUTHORIZATION OF APPROPRIATIONS 


Sec. 504. There are hereby authorized to be appropriated such sums as may 
be required to carry out the purposes of this Act. 
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[S. 382, 84th Cong st ses 
\ BILL To amend the Small Business Act of 1953, and f ther purposes 

Be t enacted by the Nenate and House of Re presentat 8 fthel / Niauter 
of America in Congress assembled, That section 204 (d f the Small Business 
Act of 1953 (67 Stat. 233) is hereby repealed 

Sec. 2. (a) Section 207 (a) of the Small Business A 953 (67 Stat. 23) 
is amended by striking out “Provided, hooce ", and serting in lieu thereof 
the following: “Provided, That whenever a loan is effected in cooperation with 
any bank or other lending institution the interest rate on that part of the loan 
made by the Administration shall not exceed that which would be charged on a 
comparable loan effected directly by the Admin ri Le ee = 

Section 207 (a) of such Act is further amends } st} it $150.000" 

in paragraph (2) thereof and inserting in lieu thereof *S500,000 

s 8 (a) Section 221 of the Small Business A ss “ t 40) 3 
here amended by striking out “155 wna nsertine ! i¢ ereof LOD7 

S. 388, S4th C Ist sé 

A BILL To make credit more readily available for f neing s is ss 

promote foster. and develop the domestic and for gn ce met! he | states 

ad { the purposes 

B t enacted by the Senate and House of Representatives of the United States 

of America in Congress assembled, That this Act may be cited as the “Sma 


Business Credit Act of 1955”. 


DECLARATION OF POLICY 


> 


2. It is the policy of the Congress 
a) to foster the development and growth of independent small-business 
enterprises with the objective of enabling them to make their maximum 
contribution to productive investment and employment and to the economi« 
stability and growth of the Nation ; 

(b) to make credit for such enterprises more readily available in ade 
quate amounts and on reasonable terms; 

(ec) to facilitate maximum participation of private financial institutions 
and investors in financing these enterprises. 


Ske 


TITLE |] NSURANCE OF LOANS FOR SMALL BUSINESS 
AUTHORITY TO INSUR 


Sec. 101. The Board of Governors of the Federal Reserve System (hereafter 
referred to in this Act as the Board) is authorized upon such terms and con- 
ditions as it may prescribe to insure such lenders as it finds to be qualified by 
experience or facilities and approves as eligible for credit insurance against 
loss of principal and interest which may be sustained by them as a result of 
loans made by them to small-business enterprises. Such a lender is hereinafter 
referred to as an “approved lender”. 


OVERALL LIMIT OF INSURANCE 


Sec. 102. The aggregate principal amount of loans with respect to which insur- 
ance may be granted under this title shall not exceed $250,000,000 outstanding 
at any one time: Provided, That on or after July 1, 1954, the President may 


increase this limit to not more than $750,000,000. 


SCOPE OF INSURANCE AND INSURANCE RESERVI 


Sec. 103. The insurance granted under this title shall provide for the reim- 
bursement of losses to any approved lender and which reimbursement shall not 
exceed the lesser of 

(a) 90 per centum of the unpaid balance of any loan, including accrued 
interest at the time of default; 

(b) the insurance reserve of the insured lender on the date the claim 
for reimbursement of loss is approved for payment. 
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The insurance reserve of each lender shall be initially computed as 10 per 
centum of the total amount of loans on which premiums have been paid and 
shall be diminished by the amount of claims approved for payment. The insur 
ance reserve, if any, to the credit of any lender may, from time to time, be further 
diminished, but only pursuant to the contract between the Board and such in 
sured lender. 


MAXIMUM PREMIUM CHARGI 


Sec. 104. The Board shall fix a premium charge for the insurance granted 
under this title in an amount not to exceed 1% per centum per annum of the 
principal amount of each loan, payable in advance, at such time and in such 
manner as it may prescribe 


rYPFE OF LOAN COVERED 


Si 105. (a) Insurance granted under this title shall provide for the reim- 
uursement of losses only with respect to loans bearing such interest, having 
such maturities, and subject to such other terms and conditions as required in 
ance with regulations prescribed by the Board in force at the time the 
Irnnee is granted 
b) No further insurance shall be granted under this title with respect to 

rrower if the total outstanding amount of all loans of such borrower 
sured under this title would thereby exceed $250,000, or with respect to any 
loan whose maturity is in excess of five years and thirty-two days. 

(c) No insurance shall be granted under this title for any loan for agricultural 
purposes, as determined in accordance with regulations issued by the Board 
ifter consultation with the Secretary of Agriculture, or with respect to any 
an which is eligible to be insured under the National Housing Act, as amended. 

d) Any loan with respect to which insurance is granted under this title 
may be refinanced or extended with continued protection under this title in 
accordance with such regulations as the Board may prescribe: Provided, That 
the amount or unexpired term of any such loan shall not be in excess of the 
limitations contained in paragraph (b) of this section. 


TRANSFER OF INSURANCE BETWEEN INSTITUTIONS 


See. 106. The Board, under such regulations as it may prescribe, may permit 


the transfer to any approved lender any insurance in connection with loans which 
such lender wishes to purchase from another approved lender 
REVOLVING 1 
s 107. (a) The premiums and other moneys received by the Board in the 


irse of operations under this title shall be deposited in a revolving fund in the 
Treasury of the United States. The revolving fund shall be available for de 
fraying the operating expenses incurred under this title, and for the payment of 
claims in connection with the insurance granted under this title. 

b) For the purposes of carrying out the provisions of this title, there are 
hereby authorized to be appropriated to the revolving fund provided in this 


1) the sum of $10,000,000 for the initial establishment of the revolving 
fund; and 
(2) such further sums, if any, as May become necessary for the adequacy 
of the revolving fund 


(« Che Board shall pay annually into the Treasury, as miscellaneous receipts, 
nterest on any sums appropriated to the revolving fund which have not been 
repaid into the Treasury as provided in subsection (d). The Secretary of the 


Treasury shall determine the interest rate annually in advance, such rate to be 
calculated to reimburse the Treasury for its costs in connection with such ap 
printed funds, taking into consideration the current average interest rate 


we 
vhich the Treasury pays upon its marketable obligations 


1) At least annually, any balance in the revolving fund in excess of an amount 
determined by the Board to be necessary for requirements of the fund, and for 
reasonable reserves to maintain the solvency of the fund, shall be paid into the 
Treasury as miscellaneous receipts, and any outstanding balance in the amounts 
appropriated to the revolving fund shall be reduced by the same amount 

(4 The Board, with the approval of the Secretary of the Treasury, may in 
vest and reinvest such portions of the revolving fund as it may determine to be 
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in excess of current needs in any interest-bearing securities of the United States 
or in any securities guaranteed as to principal and interest by the United States 
ind the income therefrom shall constitute a part of the revolving fund 


EXEMPTION FROM SECTION 24 OF THE FEDERAL RESERVE ACT 


Sec 108. Loans made by national banks with respect to which insurance is 
inted under this title shall be exempt from the provisions of section 24 of the 
Federal Reserve Act (12 U.S.C. 371) relating to real-estate loans 
ADMINIS ATI PROV 
Sec. 100. In the performance of, and with respect to, functions, power and 


duties vested in it by this title, the Board, notwithstanding the provisions of any 
other law, may 
(a2) sue and be sued in any court of record of a State having general 


jurisdiction, or in any United States district court, and jurisdiction is con 
ferred upon such district court to determine such controversies without re 


gard to the amount in controversy Provided, That no attachment, injun 
tions, garnishment, or other similar process, mesne or final, shall be issued 
nst the Board or its property 


(b) under regulations prescribed by the Board, assign or sell at publie o1 





private sale, or otherwise dispose of for cash or credit, in its discretion and 
upon such terms and conditions and for such consideration as it shall detet 
mine to be reasonable, any evidence of debt contract, claim, personal prop 
erty, or security assigned to or held by it in connection with the payment of 
insurance heretofore or hereafter granted under this Act, and to collect or 
compromise all obligations assigned to or held by it and all legal or equitable 
rights accruing to it in connection with the payment of such insurance, 
until such time as any such obligation may be referred to the Attorney 
General for suit or collection: 

(¢) deal with, complete, renovate, improve, moderniz insure, or rent, or 
ell for cash or credit upon such terms and conditions as it shall determine 
to be reasonable, any real property conveyed to or otherwise acquired by it 
in connection with the payment of insurance granted under this Act: 

(d} pursue to final collection, by way of compromise or otherwise, all 
claims against mortgagors assigned by mortgngees to the Board in connec 
tion with real property by way of deficiency or otherwiss Section 3709 of 
the Revised Statutes, as amended (41 U. S. C 
apply to any contract of hazard insurance or to any purchase or contract 
for services or supplies on account of such property if the premium therefor 
or the amount thereof does not exceed $1,000. The power to convey and to 
execute in the name of the Board deeds of conveyance, deeds of release 
assignments and satisfactions of mortgages, and any other written instru 
ment relating to real property or any interest therein heretofore or hereafte 
acquired by the Board pursuant to the provisions of this Act may be exer 
cised by the Board or by an officer or agent appoints 1 by it without the 
execution of any express delegation of power or power of attorney Noth 
ing in this section shall be construed to prevent the Board from delegating 
such power by order or by power of attorney, in its discretion, to any officer 
or agent it may appoint ; 

(e) acquire, in any lawful manner, any property (real, personal, or mixed, 
tangible or intangible), whenever deemed necessary or appropriate to the 
conduct of the activities authorized in this title 


5D), shall not be construed te 


TITLE Il—MISCELLANEOUS PROVISIONS 
DELEGATION OF AUTHIDORITY 


See. 201. The functions of the Board under this Act shall be performed by it 
or, subject to its direction and control, by such officers, agencies, or corporations 
of the Government, if any, which are under its supervision, as it may de nate 


COORDINATION WITH ECONOMIC AND FISCAL POLICHI 


Sec. 202. The President may, at any time or times, reduce, for such period 
as he shall specify, the maximum authorized principal amounts, maximum 
maturities, or maximum percentage of Federal insurance or participation of any 
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type or types of loans for business which thereafter may be made, insured, o1 
guaranteed by any department, independent establishment, or agency in the 
executive branch, or by any wholly owned Government corporation as defined 
in the Government Corporation Control Act, upon a determination, after taking 
into consideration the effect thereof upon general economic conditions and upon 
the hational economy that such action i necessary or desirable to coordinate 


the business-nid functions and activities of the Federal Government with it 
general economic and fiscal policies 
ELIGHht ENTERPRISES 
s 203 In connection with administering this Act, the Board shall estab 
h issifications of small-business enterprises, for eligibility for loans with 
r t to wl h insurance under this Act may be granted, as it deems appro 
pp f Such classifications may relate to types of business and industry group 
‘ ble and also as to the eligibility of borrowers to be regarded as smal! 
busine or the latter purpose, the definition may conform eligibility for loar 
with respect to which insurance under thi Act may be granted, as it deems 
appropriate Such classifications may relate to types of business and industry 
y upings eligible and also as to the eligibility f borrowers to be regarded a 
mall b hes kor the latter purpose, the definition may conform to the extent 
he Board dee! desirable with the detinition of small-business concerns made 


by pursuant fo paragray hs (a) (1) and (e) (5) of section 714 of the Defenss 
Production Act of 1950, as amended 


AUTHORITY TO PROMULGATE AND WAIVE REGULATIONS 
S 204 a) The Board may make such rules and regulations as it deems 
necessary carry out the authority vested in it by or pursuant to this Act \ny 
uch rule or regulation issued under this Act may contain such classifications 
and differentiations and may provide for such adjustments and reasonable excep 


tions as in the judgment of the Board are necessary or proper in order to effec 
tuate the purposes of this Act. 

b) The Board is authorized to waive compliance with any such rules and 
regulations if, in its judgment, they have been substantially complied with in 
good faith and where in its opinion such waiver would not be in derogation 
of the interest of the Government. 


ADMINISTRATIVE PROVISIONS 


Sec, 205. In the performance of, and with respect to, the functions, powers, 
and duties vested in it by this Act, the Board, notwithstanding the provisions of 
any other law, may 

(a) prepare and disseminate information concerning the activities unde 
taken under this Act ; and 
(b) enter into contracts. 
REPORTS 


Sec. 206. The Board shall report annually to the Congress through the Pres 
ident on the programs authorized by this Act 


PENALTIES 


Sec, 207. (a) Title 18, United States Code, section 493, is amended by insert 
ing the phrase “Board of Governors of Federal Reserve System,” after the phras« 
“Federal Housing Administration,” 

(b) Title 18, United States Code, section 657, is amended by inserting the 
phrase “Board of Governors of Federal Reserve System,” after the phrase “Fed 
eral Housing Administration,” 

(c) Title 18, United States Code, section 1006, is amended by inserting the 
phrase “Board of Governors of Federal Reserve System,” after the phrase “Fed 
eral Housing Administration,” 

(d) Title 18, United States Code, section 1010, is amended by inserting the 
phrase “or Board of Governors of Federal Reserve System,” after the phrase 
“Federal Housing Administration,”. 

(e) Title 18, United States Code, section 1014, is amended by inserting the 
phrase “Board of Governors of Federal Reserve System” after the words “Fed- 
eral Reserve Bank”. 





~~ 
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GEOGRAPHIC APPLICABILITY 


Sec, ZOS. The authority provided in this Act shall be applicable he United 
States, ll ding the District of Columbia and the Te tories and 
RIGHT TO AMEND THIS A¢ 
s 2008. The right to amend, alter, or repeal th \ ereby expr \ 
S. 1500. S4th Cor lst es 
A BILL To amend the Small Busine Lect 
Re ait enacted bu the Senate and House of Re prese fative ( fj} / iN? 
| ca in Congress assembled, That section 304 (b) of the Small Busine 
\cet of 19538 is amended by striking out the fifth and sixth sentences and ert yr 
lieu thereof the following: “Not to exceed an aggregate of $175,000,000 shall 
be outstanding at any one time for the purposes enumerated in sections 207 (a) 
vl (b).” 
Sec. 2. (a) Section 205 (a) of the Small Business Act of 1953 is amended (1) 


striking out “require bonds of them and fix the penalties thereto” and insert 


ng in lieu thereof “to provide bonds for them in such amounts as the Admin 
ator shall determine, and to pay the costs of qualification of certain of them 
notaries public’, and (2) by inserting at the end thereof the following rhe 
President is authorized, to the extent he deems it necessary and appropriate in 


order to carry out the provisions of this Act, to place positions and employ 
ersons in grades 16, 17, and 18 of the General Schedule established by the Classi 
fication Act of 149, as amended, and such positions shall be additional to the 
number authorized by section 505 of that Act.” 

(b) Section 205 (¢) of such Act is amended by adding at the end thereof the 
following: “Individuals so employed may be compensated at rates not in exces 
of $50 per diem, and, while such individuals are away from their homes or regu 
lar places of business, they may be allowed transportation and not to exceed 
$15 per diem in lieu of substence and other expenses. The President is authorized 
to provide by regulation for the exemption of such individuals from the opera 
tion of sections 281, 283, 284, 434, and 1914 of title 1S of the United States Code 
and section 190 of the Revised Statutes (5 U. 8. C.99).” 

Sec. 3. (a) Section 207 (b) of the Small Business Act of 1953 is amended by 
inserting immediately following the words “to make such loans” the following 

(either directly or in cooperation with banks or other lending institutions 
through agreements to participate on an immediate or deferred basis)” 

(b) Section 207 of such Act is further amended by inserting after subsection 
(e) a new subsection as follows: 

‘(f) To further extend the maturity of or renew any loan made pursuant to 
subsection (a) or (b) of this section, beyond the periods stated therein, or any 
loan transferred to the Administration pursuant to Reorganization Plan Num 
bered 2 of 1954, for additional periods not to exceed ten years, if such extension 
or renewal will aid in the orderly liquidation of such loan,” 

Sec. 4. Section 214 of the Small Business Act of 1953 is amended by inserting 
before “mobilizing” the words “maintaining or’’. 

Sec. 5. (a) Section 218 (b) of the Small Business Act of 1953 is hereby repealed 

(b) Section 218 (a) of such Act is amended by striking out “(a)” immediately 
following “Src, 218.”. 

Sec. 6. (9) Seetion 221 of the Small Business Act of 1953 is hereby repealed 

(b) Sections 222 and 223 of such Act are redesignated as sections 221 and 222, 
respectively . 


[S. 1802, 84th Cong., 1st sess, ] 


A BILL To extend the Small Business Act of 1053 for two year 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 221 (a) of the Small Business 
Act of 1953 is amended by striking out “1955” and inserting 'n lieu thereof 
“1057”. 


62459—55 
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Si \ oF Binus BeErorE THE SMALL. BUSINESS SUBCOMM t 
SENATORS OHNSON AND DANITIEI 

Present iw empowers the SBA to make loans us necessary on uppropriat 
ecause of “thoods or other disasters S. 16 would include economic injury cause: 

i“drought™ as a condition warranting consideration for a small-business loa: 

neit of drought condition would be made by the President or the Seeretary of 

euit ‘ ‘ ttre ‘ sting law 

~ SENA ) li i 
I epeal the present mitation on the life of the SBA herel 
‘ ‘ (reney 
‘ SENA Mm SPA \ 

} Th t viet tie 4 11 

his vo supplement existing sources of incing for stinall-business 

erprises | tuther ng the establishment of national investment companies 
he companies vould be privately owned and would be supervised by the Board 
Governors of the Federal Reserve System Authorizes Federal Reserve banks 
oO subscribe up to SSO million of initial stock issue of eneh national Investment 
mpan so organized There could be no more than one Conan hn each 
erte Ltese e clistric 

Ss $2 (SENATOR SPARKMAN 

This b vould make four changes in the Small Business Act of 19538, a 

a oOWwWsS 
1) extend the eof the SBA until June 30, 1957 


(2) raise the limit on an individual loan from $150,000 to $500,000 

(3) require the interest rate on the SBA portion of a joint loan to be no 
I er than the interest rate would be if the SBA were not participating with 
u private lender; and 

(4) abolish the Loan Policy Board, thereby making the SBA completely 
independent of the Secretaries of Treasury and Commerce 


s 8 (SENATOR SPARKMAN) 


s bill would establish a small-business loan-insurance program to be admin 
stered by the Board of Governors of the Federal Reserve System. Loans would 
be made by private lenders and insured by the Board An insurance premium 


would be charged and the program would be similar to the FILA mortgage insur 





; 00 (SENATORS THYE AND CAPEHART 


his bill would make the following changes in the Small Business Act of 1953 
(1) lumps together existing ceilings of $150 million for business loans 
and $25 million for disaster loans, and makes a single ceiling of $175 million 
for both business loans and disaster loans; 

(2) enables the SBA to pay for bonds required of SBA employees and 
to pay the costs of qualifying employees as notaries public: 

(3) enables the President to authorize the establishment of supergrade 
(GS-16, 17, and 18) positions to the extent he deems necessary 

(4) enables payment of up to $50 per day salary and up to $15 per day 
expenses for experts and consultants ; 

(5) enables private lenders to participate with SBA in making disaste! 
LOTS : 

(G6) enables SBA to extend and renew existing loans up to a maximum 
term of 10 years 

(7) perfects existing language regarding the joint determination program 
by adding language to clearly enable this program to operate during periods 
when full productive capacity is being “maintained” rather than being 
“mobilized” 

(8) deietes portions of present law relating to liquidation of Small De 
fense Plants Administration and relating to transfers of various kinds to 
the SBA 

(9) deletes present limit on life of SBA, thereby making the agency 


permanent 
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S. 1802 (SENATOR MORSI 
This bill would extend the life of the SBA until June 30, 1957 


Senator Morse. Our hearing this morning is to take testimony on 
the various bills seeking to aid small business now pending before the 
committee. The first witness is Joseph 1). Noonan. 

Will you come forward and take the stand? If you will give your 
full name to the reporter, you may proceed in your own way, Mr. 


Noonan. 


STATEMENT OF JOSEPH D. NOONAN, EXECUTIVE SECRETARY OF 
THE SMALLER BUSINESS ASSOCIATION OF NEW ENGLAND, INC. 


Mr. Noonan. Joseph D. Noonan, executive secretary of the Smaller 
Business Association of New England, 581 Boylston Street, 
Mass. 

Mr. Chairman and Senators, | was asked to appear before you today 
to express the views of the Smaller Business Association of New Ing 
land, Ine., on what we beheve should be incorporated in any legisla 

ition sponsoring the continuance of the Small Business Adminis 
tration. 


Boston, 


Our association does not at this time wish to go on record as being 
n favor of any one of the many bills that have been presented, but 
wish to point to the important items that should be incorporated 3 


such a bill. 


SMALI BUSINESS ADMINISTRATION MUST BE PERMANEN'1 
INDEPENDENT AGENCY 


We a believe the Small Business Administration should be 
extended as a permanent, independent agency whose Administrator 
shall be oe onsible only to the Preside nt and Congress. We wish to 
emphasize the words * ‘inde pendent agency” because there is a tendency 
by some to recommend that the Small Business Administration be 
absorbed by the Department of Commerce. This has been tried on two 
different occasions with no success. We feel that while the Depart- 
ment of Commerce furnishes data to all business, it is particularly 
geared to the problems of big industries and, therefore, we believe 
that small business with its special problems should have the benefit 


“ a completely independent agency such as the Small Business Ad 
inistration, 


TAXATLON, CORPORATE AND INDIVIDUAL, DISCOURAGES 
FINANCING SMALL BUSINESS 


The high level of taxation, both corporate and personal, continues 
severely to discourage the financing of small-business enterprises. In 
dividual savings continue to be channeled largely into savings banks 
and insurance companies whose funds are not generally available to 
small-business enterprises; and taxation does not leave enough work- 
ing capital in small businesses to enable their reasonable growth, nor 
indeed to build up those resources desired to safeguard workers’ 
security in adverse business cycles 
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The ort-terni Cash requirements of small business are in veneral 
‘he ell met by commercial banks in our area. However, Con) 
Hie! il banks do not vener: ally undertake the long-term needs, by 
which I mean loan terms of 1 to 3 years and upward. 


We recommend to you that SBA be authorized to make individual 
ances up to S150,000 as of the present, but that this amount be 
ncrenased to S500.000 in the case ot advances for the fulfillment ol 


Government ets. prime or sub. We poimt out that the fulfill 
ment of Government contracts In many cases imposes a very heavy 
drain on the contractor's finances, and believe that an increase i} 
SBA’s loann Oo limit for this purpose is hecessary and realistic. We 
point out that without this increase an obstacle is being created whi 
vould prevent many aller businesses from obtaining Government 
contracts and th would not be to the advantage of the Government. 
[fn this general connection we would stress the desirability of author 
y progress payments to contractors and subcontractors. This does 
eli the need for financing on Government contracts, but 
) 


certainly does reduce it. 
NO LOANS TO MUNICIPALITIES 


We beheve that the SBA should concentrate Its ¢ lergies on helping 


S) businesses and not dilute its efforts by financing municipalities. 


STATE CREDIT CORPORATIONS NOT YET PROVED TO BE ANSWER 


Ve would like to me nt On to you that in each New Kneland State 
there is now in operation some form either of a credit or business 
development corporation, working under State charters. These bear 
some close resemblance to the capital bank for the long-term credit 
needs of small business which our assoclation has been urging for some 
vears. It is evident that a State credit corporation will not be able to 
obtain the broad averaging of risks which would be possible to a fed 
erally chartered and operating capital bank, but our association will 
watch and if you will allow us, will report to you as to the ability ot 
these State development and credit corporations to raise the working 
funds they need, and as to the extent to which they may be able to 
meet the long term financing needs ot smal] business. 


STILL NEED FEDERAL CHARTERED CAPITAL BANKS 


We are of the opinion that a Federally chartered capital bank for 
the purposes of mi: aking secured or unsecured advances to small busi 
nesses Is needed and will prove to be one of the most effective and satis 
factory Ways OT meeting this unfilled need. 

While we are on this financial operation of SBA, we would like to 
testify to the recent improvement in the effectiveness of SBA in using 
its financial powers to assist worthy small business. The SBA under 
its present Administrator, Wendell Barnes, and his able stati, after 
a somewhat slow start. is now functioning with significantly accei- 
erated speed and competency in the financial aid to smal] business. 

We know that banks are lending now on longer terms and are much 
more liberal with their loans than they would be if the Small Business 
Administration were not there ready to take up the matter where the 
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banks refused. I can document at least four such situations wh ch 
| have come In contact with recently. 


PROCUREMENT 


sharing im procure ment is of votal Interest to our! iembers W ho built 
up organizations to produce essential, frequent v highly classified, 
tems during World War II. If they cannot continue to obtain con- 
tracts now, much of this skill and know-how accumulated by years of 
effort will be dissipated. That kind of organization and know-how 
takes even longer to build up again than the big long-lead-time 
machines and so should be held together as a part of our defense mo- 

iZation policy. 


DIRECTIVES LOSE EFFICIENCY AS THEY GO DOWN THROUGH CHANNELS 


The officers and directors of the Smaller Business Association of 
New England have watched with the keenest interest the efforts of the 
{ ongress and the armed services to utilize to the oreatest extent pos- 
sible the facilities and know-how of the small businesses of the country, 
both during the war and since. Sometimes the results have seemed to 
be pretty good and sometimes rather poor, depending usually upon 
the attitudes of individual procurement ollicers, their superiors and 
their departments or bureaus. Directives which looked good in writ- 
he at the hio@her levels seem to lose their effi acy as they v0 down 
through channels until when they finally reach the man in the field 
they have become so weak and diluted the procurement officer usually 
seems to think he had better follow the old easiest and safest procedure 
of giving the contract to the big, well-known company whenever he 
can, pretty much without regard to other considerations. 

lhe Congress has for many years and in various acts expressed its 

itent that small business should get a fair share of defense business, 

Another squeeze on small business which is really working havoc 
with many of our New England smalls comes from situations like this. 
A large company gets a big contract and allowances by way of accel- 
erated depreciation—new machinery, etc. ‘The new plant and machin- 
ery will include facilities to do work previously subcontracted to small 
business. Thus, smalls are deprived of a substantial volume, and in 
many cases, close out the business. 

We believe that the new SBA Act should spell out more definitely 
the intent of Congress that small business should get its fair share 
of procurement and to express its determination to see that this intent 
is implemented. 

NEW BILLS—OUR STAND 


Recently there have been new bills introduced. I am going to com- 
ment briefly on those. Quite recentiy three Senate bills introduced by 
Senator Sparkman have been brought to our notice, S. 381, S. 382, 
S. 383—all of which have been referred to this committee. 

At this time we ask your interest particularly in S. 382. Section 2 
(a) would regulate the interest chargeable by the Small Business 
Administration in participation loans. We recommend this be adopt- 
ed. In essence it is that the interest rate not exceed the direct loan 
rate if the Small Business Administration made it directly. Usually 
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with bank participation the interest rate is 5 percent, and the Small 
Business Administration makes the complete loan directly at 6 percent 

We are in favor of regulating the interest so that the bank at no 
tithe Ca charge anv more than the direct rate of the Small Business 
\dministration. 

Section 2 (b) would increase SBA’s loan limit to individual concerns 
to S500.000. We feel very strongly on this. We feel that $150,000 or 
$300,000 in the case of Government contractors should be sufficient. In 
other words, for ordinary, peacetime loans, and for other than sub and 
prime contractors. the loan should be no more than $150,000. With 

ink participation of course it could go up as high as three or four 
undre d thousand. But the Small Business Administration would be 
limited to a single, separate loan of $150.000 in ordinary times, and 
S300,000 1f the small business has a Government contract. 

Section 3 would extend the life of SBA to 1957: instead we 


mended SBA asa permanent a 


have 
geney. Wesee no reason to havi 

vears or 5 vears as the limit for the Small Business Administration 
Make it a permanent agency. That does not preclide the possibility, 
r you are not satished with it. of throwing it out. But how in th 
| foiling to get the right kind of pe ople permanently 

0 staff the Small Business Administration throughout the countn 
out havi o” some idea that the job is one they can Work up u f 
Che re efheient and competent to doth 
Senator Morsr. Senator Ives woul 


ioh 


e 
dh ‘ke to ask a question at that 


senator LvES. | } ave been told one of your reasous for desiring the 
rmanency of the Small Business Administration is the question ol 
YY 1OUanNS from banks. Banks do not like to make loans wher 
iwency is of a temporary nature, lam told. Is that correct ‘ 
Mr. Noonan. I wou ld say that that is correct, and I would not bla 
them a bit I think that is an additional reason for that. I ha 
heard that but had nothing to implement it with, so I] did hot say 


Senator Ives. That has been brought to my attention in several 


Mr. Noonan. I think you are quite right about that. If vou believe 


n the agenev at all. the believe mitasa permanent agency. It is 
CASV eC! neh for vou to amend it or eliminate something in it, or thre vi 
the hole thing out. One legislature cannot bind another one about 


Senator Morse. Mr. Noonan, does the Small Business Administra 
tion work out loans for smal] business through the cooperation of other 

u tiftutions, such as Insurance companies / 

Mr. Noonan. Well, I have not seen any with insurance companies 
bul a y aol Massachusetts, for instance, and Rhode Island al 
though Rhode Island has not been very active—with the State develop 
ment and credit corporation. The Massachusetts one is well set up 
ind well operated. It made loans of $3°4 million. We are pretty well 
satisfied with it. Ithink the loans will be accelerated 

They figure for ever! y dollar im stock that is purchased in the cot 
poration they can use that dollar 8 times as leverage, so that the dollar 
represents $8, which they will have to lend to small business. 

Does that answer your question ? 

Senator Morse. Yes. 
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Mr. Noonan. S. 381 would authorize the formation of national 
nvestment companies. We approve the principle of this bill, but are 
iving it further study, as to detail. This bill is somewhat like the 
cee al bank bill, which we have always favored a 
felt it was necessary, we would have no objection to it. 
S, 383 would provide for the insurance of credit risks. on advances 
to small business, by the Federal Reserve System. With regard to S. 
383, it is our belief that such powers, if given to the Federal Reserve 
System, would not be used more extensively than were the powers given 
to the Federal Reserve System to make direct loans to small business 
Krom time to time it may direct loans to small businesses. We 
no evidence of a single loan ever having been made, 
thev ever will make it. 


in the event you 


1 
nave 
and | do not think 


The bills that have been presented thus far cases stress the 
an features of the Small Business Administration. But we woul 
ke to poh tothe 1h} Wy other functions of the Si el Bi sSihess AGM 


stration which we think are equally important and shoul 
onsideration. 


MANAGEMENT COURSES SU ¢ 6 


There are other features of the Small Business \dmiuinistratior 


Ae 
‘h as technical aids and marketing aids, that have been mere thi 


elp ful to small | MUISIHNesSs all cl should be continued | ive | men bye r 


oO has about 20) employees, Who said thai | pamipl on how to 
reduce costs was more valuable to him thar anyvth ne he had read 
Lt Vears. 
Aga ne college hahnagement courses which are Dv ing Spo sored 
ol eee. throughout the cow 


itry, for which the individual 


: ; pr? 
ttending has to pay as itt h as SOU tuition, are meeting with tremen 


lous success——particularly in New England—and in many cases repeat 
ivses al ‘already a an 
As an ‘Tustra tion, | attended a meeting before I came down here 
n which the limit was 50 for that educational course of 8 nights. 
Now, mind you, they had tO pay the $50 and the Small Business Ad 


hiinistration does not handle that. The university handles it. If 
Liere a any losses the \ take it. and if there are 


Le (on that one at B. U. they had to set u 


any gains, they keep 
up another course, and it 


i 


OOKS Mies Ot will have to set up a third course to take care of the 
people who app lied ~~ ae ee 
This project Isa odel « intelligent plam he. The SpG ( oO 


ducational ealittin eats ale funds and takes over finances. This 
program costs SBA nothing except time of its staff. 

Courses have been recen tly coll vleted at the | hiversity of ( 
ecticut and Boston University. A seminar has been set up to take 
| lace at Brown University, Providence, I. S on Marehb 15 to May LW), 
1955. and another at Boston | hiversity, Boston, Mass., beginning 
March 21, 1955. Another will be set up at the Evening 
Clark University, Worcester, Mass., extending from March 
23, 1955, which is almost over and has been a complete 
talked to several men who took the course, and they 


on 


College of 
25 to Ma 
success. oe 
said they never 
paid $50 that they got more for than out of that course, And those 
nen represent the finest citizens in Worcester. 

One on retailing problems is in preparation for eal ly fall il 

Boston University. 


) 4 
Boston 
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The amazing thine to me in attending these meetings and assisting 


vetting up these courses is that the chambers of commerce and the 
reatil associations an 1d the wholesale manufacturing associations and 
distributing assoc iations all go in there all full of pep and with e very 
thing they have to use in the way of mail, and so on, to see that these 
members of theirs approve of it, and that is one of the reasons for 
ts iccess, We have an exceptionally tine New England regional 
manager in the Small Business Administration. I think he is excep 


tionally vood because for 15 years he was indoctrinated in small busi 
ness problems, being a past president and director of the Simall Bus 
ness Association of New England. The guy really works. 

It seems to us also that the program for disseminating informatio 
on nev products to small concerns is one which is likely to become l}i- 
ceasing ly imports int and valuable. 

Because of the success of these man V progr: ans, it is important that 

cdequate funds be appropriated SO th: at the Small Business Adminis 
tration ean broaden its service to small business of America. It is now 
i suecessful force for small business. 

hh closing, we again wish to stress the most lmportant point mace 

my opening remarks—the effect that the Administrator be nome SI] 
ble only to the President and Congress and, further, that the bill set 

ng up the small Business Administration as a permanent, inde 
pendent agency vive the Administrator of the Small Business Admin 


stration sufficient authority so he can’m»ke it a strong, constructive 
agency and help small business to hecome the strong, vital force it 
should be in our American economy. 

Senator Morse. Senator Lves, do you h: ave any questions / 


Senator Ives. Mr. Noonan, J] have just one question. I think you 
e made an excellent presentation. You did not develop what you 


ipparently had in mind with regard to this matter of taxation. You 
that taxes are too high. Have vou anything of a specific | nature 
reco! ymend ? 


Mr. Noonan. Yes: Ihave. I purposely did not put it in. 

Senator Ives. Isit going totakea lot of time? 

Mr. Noonan. No. In effect, we feel that the application of the 
sume schedules to small business that work out all meht for big bus 


ness is not realistic. Of course, we do not advocate that we be given 
-omething free, or something that big business will not get, too. We 
advocate three things: 1, that the depreciations rates which are in force 


be on cycles determined by the small-business man himself, up to a 
depreciations chargeoff of 850,00 in 1 year; and if it does not exceed 
50,000 in 1 year then the businessman himself will set up the cycle 
of 3, 5, or 7 years, or whatever he wants. It costs the Government 
no money because if he does not take it off depreciation it is in his 
profits, and when the depreciation is not in there then the profit is in 
there for the Governmnans to apply its schedules to. 

Also we want the depreciation rate to apply to factory-rebulit ma 
chines. Going around New England I have talked either in groups 
or individually to something like 900 or 1.000 small-business men in 
all 6 New England States. I find that the greatest number of those 
small-business men—and I am talking about businessmen with up to 
75 employees—when they buy a machine, they usually buy a factory- 
rebuilt machine, which is about a third of the cost of a brandnew 
machine. 
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They would like to charge the cost of that rebulit machine in the 
-ame Way | the at the new mac hine | Is allowe d to be char ved ott w ith these 
two different systems of depreciation : If the machine was bought since 
January 1, 1953, the new depreciation applies, but only to new plants 
and new machines. They want it to apply to factory-rebulit ma- 
chines also. They want their own cycle so long as the amount charged 
off is not over $50,000. If it 1s not over $50,000 then they want it 
plainly stated that so long as rs assets are there, and they are correct 
nh ap plying the depreciation, they want it understood they will not 

e harassed by the Internal Revenue Service about the thing. 

Does that answer your question ¢ 

Senator Ives. What I was wondering was whether vou had an\ 
thought regarding special exemptions. . 

Mr. NOONAN. Yes: I do. We are asking for a spec ial exXel 


| nption 
of $50,000. The first $50,000 of earnenen should be exempt froin any 
tuxes if it is plowed back into the business, or if any part of 1t Is 
plowed bacl K into the business up t » that S50, 00 then that be exempt 
and not the rest of it. That is for capital expend tures and machines. 
Senator Ives. Where do you draw the line? Where is that going 
to be applicable / 
Mr. Noonan. What do you mean?’ That is applicable all the wa 


through. 
Senator Ives. For all business ? 
Mr. Noonan. Oh, ves. You could not do it any other way. 
Senator Ives. That is what I thought. 


Mr. Noowan. No. You could not do it any other way. It ould 
not be legal. Big business will get it, too. But to them it is a spit in 
the ocean. 

Senator Ives. That is what I thought. but I wanted to be sure 

Senator Morse. Senator Payne, do you aa > any — 

Senator Payne. There are only a couple of comments I have, Mr. 
Chairman. 1 have been very much interested in reading your com- 


ments concerning this matter, Mr. Noonan, ‘de I think you have 
hit upon some very constructive points here. Of course, I was tre- 
mendously interested in your referring to the so-called Development 
Credit Corp. setups that have come about in the New Enoland 
States. You are well aware of the fact that Maine established the 
first one in the Nation. 

Mr. Noonan. It was a pilot plant. 

Senator Payne. That is right. It happened while I was Governor 
of the State, and I was one of the original group. It has done a 
remarkably good job in the State. I was also very interested in the 
descriptions you have given relative to the work that is being done 
in New England, to focus greater attention on the possibilities of 
small business developing there. I followed closely the work Mr. 
Stewart has done up there at that Boston office in conducting test 
clinics throughout the area. It seems to me it is one of the most 
constructive things that has ever been undertaken. I have heard 
many many high words of praise for the intelligent and forward-look- 
ing approach, the sound constructive approach, that the Small Busi- 
ness Administration, at least in the New England area has. been 
carrying on. I have more interest in that section than any other sec- 
tion. I think it isa great tribute to the type of legislation we are talk- 
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ing about here, and anything we can do to unplement it and make 
it more constructive for the future I think we ought to do. 

Mr. Noonan. We have jointly sponsored with Ed Stewart 42 meet 
ings, with an average of 90 manufacturers present. On Monday of 
this week in George McDonald’s district up there in Mauldin, we had 
; eeting on the top floor of the bank building. All we did was to 
send out a notice and we had 115 small manufacturers there. Boy, | 
will tell you, there was some audience participation there. 

Senator Payne. They are enthusiastic about the program. 

Mr. Noonan. ¢ Yh, ves. Definitely. 

Senator Payne. The administration is very realistic and gets dows 
to practical common sense things in handling these applications. 

Mr. Noonan. Yes: they do. And they have a particularly fine mar 
on finance up there named O'Neill, who was about 20 years with th 
vi ind yet has the new spirit and esprit de cor ps of the Small Busi 
ness Administration, and a rather liberal view point, without going too 
far with it. Tle does a swell job. As a matter of fact, for 4 of om 
mmbers mn the last 2 months he has done such a job that they are 
voing ahead. One fellow developed sules in Providence because he 


vot t loan for some new machinery. 
Senator Payne. That isall I have, Mr. Chatrman. 
Senator Mors Mir. Noonan. | think vou have given a very, very 


helpful statement to this committee. I have only 2 or 3 questions. 
l am interested in your enlarging on the record a little bit as to you 
reasons why you think the recommendation of one of these bills to in 


crease the limit on loans to 8500,000 1s unwise. P 
Mr. Noonan. I am going to speak very frankly on that. There 


has been a wood deal of discussion done OUP cirectors. We have 
10) directors all over New England, and we have an attendance which 
1 think is remarkable, of between 26 and 2S directors, who come all 
the way from Maine and Connecticut, to our meetings once a month. 
It is really an education in small-business legislation and possibilities 
on how to help small business. They feel that S150,000, with $800,000 
in case of Government contracts, will keep the thing within the limits 
of what we consider small business, and will prevent the pressures that 
come in when you get into big business, and their highly organized 
press relations people, and soon, 

We feel that the Small Business Administration was set up for 
mall business, and that we ought to keep the goal one that is within 
the bounds of small business. If you go too high with the loans you 
will defeat the very purpose for which the bill was originally set up, 
plus the facet that if the Small Business \dministration will lend a 
man S150,000 on a loan, thev can vet, from banks and other sources, 
the rest of the money, so that they may get a loan of $350,000 or 
SOOO O00, ; 

Senator Morse. Is it reasonable to assume that if they get a loan 
of SHOOV00 then u ually they ure dealing Witla project so broad in 
scope that it is easier for them to eet backing from the banks / 

Mr. Noonan. That isright. 

Senator Morse. Then when you need the smaller loan of, let us 
say, $50,000 to 875,000, with regard to which the banks are more dubi 
ous than they are when they can see the investment involved in a 
SH00,000 loan. Am I correct / 
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Mr. Noonan. [think you put it much better t] 

You vive the idea perfectly. That 
na 


Senator Morse. Early in your statement vou 


the etfect that the rapid depreciation provislo of the present law 
seemed to have the etfeet 


in I could have done 
i exe 


ae 
- 


and It certaimmily was Ot the pte naded ettect, 


I am sure—but nevertheless it 


seemect TO ive the etfect of fa ring 

Ne DUSLIeSS, As | recall vou testimony, if Like { Do ble for them 
to proceed then to vet the machinery { { of rwise would be ob 
tained by sminll business, Phey depres ite that ery ana ey 
really handle the business that otherwtse will be dled t\ mall 
business 

(ial Ol expand that Dart to. so | undevst Ol tna 

( record Is clent ( 

Mr. Noonan. Maybe vou are referring to ( e SD 
example in mund of one of our directors 

L ine outht whi have been olivine hin msiderable work vot a big 
vilded-missile contract. When they put up a new building and got 
he new machinery for which they got very libe illowanees from 
the Crovernment, of co irse, they also put the faerlit to do thr 
work he had been doing for them: sO he is out I] il s the idea | 


im getting at. 
Senator Morse. In that particular example the big busi 
the previous functions of a small subecontrac 


ies. ibsorbed 


tor bu eS 
Mr. Noonan. That is rmght. 
senator Morse. But do we not have somewhet your statement 


, comment to the effect that rapid depreciation was squeezing out 
small business / 


Mr. Noonan. Well, it is squeeZing out small business to this extent. 
Small business is the group that does not buy so n v new machines 
iS they lo buy rebuilt machines. This allows accelerated cle precia 
tion on new machines, but not on rebuilt machines 
that excludes small business. Big business 
machines, or very rarely. 

Senator Morse. It is a matter of a question of fact. I do not know 
what the fact is. but IT understand that rapid depreciation is not 
allowed on rebuilt machines, but it is allowed only on ney 

Mr. Noonan. That is right. 

Senator Morse. And it is your recommendation that as far as the 
fax requirement ts concerned, we modify it so that it will be allowed 
on rebuilt machines 4 

Mr. NOONAN. Exactly. 


‘ > } | 
Senator Morse. Because to the smali-busin 


{ 


lo that extent 
does not buy rebuilt 


Machines ¢ 


ess lial that is pretty 
much a new machine to him. 


Mr. Noonan. That is right. 
Senator Morse. | have one othe question. 
On page 1 you refer to your recommendation concerning a perma 
nent independent agency. What I assume you wish to stress there is 
that it be a } rinanent agency, Of course, they technically call it 
now an independent agency, although there seems to be some reserva 
tion as to how independent it is. But that is another matter. 

[am thinking now ouly of the legal structure of the agency. You 
want it permanent and you want it independent. Now what division 
of the Governinent would you have it related to? Anv/ 
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Mir. Noonan. Well, lL think that the present Loan Policy Ry ard 
miexcellent thing. The Loan Policy Board with the Administrator of 
the Small Business Administration, that is, consisting of the Adminis 
trator of the Small Business Administration as Chairman and thy 
ecretary of Commerce and the Secretary of the Treasury—those three 
| ie financial poli les, I think that is a good idea and OUr ASSO 
ition thinks it is a good idea. We think it is a good idea for two rea 
on lirst, because since the money is going to come out of the 
Trea ury we Want that kind of supervision, In addition to that, we 
re very wary about having the thing so set up that you might get 
omebody in there, sometime, somehow, who would be accessible to 
pra es that edo not want him to be accessible to 

Ty ting if up that way you guarantee practically the absence of 

a Lal ,1f you please. 

Senator Morse. I am very glad I asked you that question becaus 
vO tatement clarifies it for me. You do not believe it is a fact 
i ome of us in this committee have heard « xpressed in some lette 

ten to us, and some of the dissertations from some representatives 

il] business—that the present Loaning Board, with a representa 
ot Commerce at a | representative of Treasury, is having a ten 
Vy to boring thre program and the policies of the Board too much 


er the domination of bie business 4 
Mr. Noonan. I do not think so, really. I think it is a good thins 
Senator Morse. Do you fear that might be the case if we made th 
ion of the De partment of Commerce ¢ 
r. NOONAN, I do. 

itor Morsr. So that when you asked for an independent agency) 
da permanent agency, you are perfectly willing to have the sanu 


called governing board as far as departmental personnel representa 


tion is concerned, that you now have ¢ 
Mr. Noonan. That is right. 
Senator Morsr. All you are warning the committee about is that 


you hope we do noi follow the recommendations that are before the 
committee ome of these proposals, that if really be set up as al 

eney within the Depart ent of Commerce / 

Mr. Noonan. That is mght. 

Senator Morse. I think I understand your position on that. 

Mr. Noonan. Yes, sir. 

Senator Morse. Senator Payne, have you any further questions 

Senator Payne. Ihave no other questions. 

Senator Morsr. Thank yon very much, Mr. Noonan, I think you 
made an excellent statement. 

Che next. witness will be Mr. S. S. Parsons, chairman of the board 
and president of Parsons Engineering Corp., representing Smaller 
Bu mes sof America, Ine. 


STATEMENT OF S. S. PARSONS, REPRESENTING SMALLER BUSINESS 
OF AMERICA, INC. 


Mr. Parsons. S. S. Parsons, president of Parsons Engineering 
Corp. of Willoughby, Ohio, and chairman of the board, 

senator Morse. Proceed, Mr. Parsons, in your own Wily. 

Mr. Parsons. Senator Morse, Senator Payne, and members of the 
committee, we have come down here with one set of testimony on a 
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number of bills. Incidentally, I do not think that the brief which 
we have found helpful in the Senate hearings, and have boiled down 
to the facts, should deceive anybody, because we have a lot of ll for ia 
tion in each paragraph. [am not reading my testimony just yet, but 
we have looked at this whole picture as a group 1n Ohio who are trying 
to help our friends in Washington actually solve the economic nece: 
sities of small business, 

Many of our group have been in Washington numerous times test 
fving both before the House and the Senate | do not think {11 of 
our small-business groups—and unfortunately we have many through 
out the country with different opimions—have really made the attempt 
to analyze the total picture and the present hardship of small and 
nedium business. 

We have a brief here of each bill and Tam going to read eacl ( 
If you want to make comments bet ween them, that is perfectly all right 
tocro question, or we can wait until the end. 

We are not commenting on S. 16, as frankly, we are not too familiar 
with the broad additions in our State and our area, and are not able to 


1 one 


make some very definite informed recommendations Whe 


we are commenting on are S. Ldb0, S. 381. 8S. 382.8. 
Ss 1TSOY. 


» other bills 
383, S. 1500, and 


Phe first bill is S. 150 by Senator Thye, which of course is a bill giv 
ing the Small Business Administration permanent statu 

We say here, we believe that the Small Business Administration 
after a slow start has demonstrated its value and demands an extension 
of its status. In principal, possibly permanent status is deserved but 
we believe a 2-year extension wiser until you determine whether an 


insurance loan bill sueh as S. 383 and/or a national investment. bill 


such as S. 881 will better accomplish the economic necessity of small 
business. We believe that the 3,004 loans made by SBA to date with 
only | casualty speaks for itself, but believe the necessity exists for 
30,000 to 40,000 loans. 

S. 381: Our group endorses S. 381, national investment companies 
as it gives to small business in general the same banking support as 
the Federal intermediate banking system has given to agriculture for 
20 years. Our study of SBA in our own areas has convinced us until 
the banking groups participate in support of SBA, direct Federal 
assistance and term loans will be necessary in the next 2 years. 
S. 382: 


» 


We thoroughly approve of S. 382 to continue the SBA Busi 
ness Act of 1953, but would suggest a top SBA participation of 
$250,000, In explanation, we are judging by our own area. 

We believe furthermore that Congress should increase the top ag- 
gregate total from 150 to 500 million dollars, as from our direct exper- 
lence, these loans will have to be increased tenfold if full employment 
is to be maintained in small- and medium-size business. After all, 
small business employs better than 54 percent of labor in the country. 
Otherwise, we are convinced that definite terms for paying delinquent 
taxes possibly from 1 to 5 years will have to come into being. 

We have carefully studied the tax bill in our 18th Internal Revenue 
District and have no reason to believe it is different from the others. 
Krom 1948 until last September we have seen the delinquencies grow 
from approximately 15 percent to considerably better than 50 percent 


today. Dollarwise, from three-fourths of 1 percent to somewhere close 
to 10 percent. 
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Senator Morse. I misunderstood that percentage figure. The tax 
delinquency increased from what ? 

Mr. Parsons. 15.7 percent in September 1948 and three-fourths of 1 
percent dollarwise—15 percent. of the total companies to better tha 
50 percent today, and close to 10 percent dollarwise. 


On that tax, gentlemen, we keep talking about income tax. It 
is generally felt that the 


income tax is the real tax today. For the 
small business, gentlemen, it is not the real tax today. Our average 
small business pays S50 percent of the taxes on social security 


7 
and 
withholding taxes and other taxes, compared to probably 20 percent in 
income tax. 


‘The assistance which is given business and which we supported as 
nall business a year or two ago on the excess profits tax bill we knew 
would help big business more than small business. We are not in any 
Way against big business, because they are our customers, but I think 
this thi nes Fe | be clarified. 

I will read on the next two, and then I will come back to it. 

Senator Morse. Let me dwell on that point, to get it through my 
head. In the 18th Internal Revenue District that 


you checked you 
found that small 


business from 1948 has suffered an increase in 
delinquencies from 15.7 percent to, in round numbers, 
dollarwise an increase of up to 10 percent / 

Mr. Parsons. From three-fourths of 1 percent in 1948. Yes, sir. 
That is what is worrying us. 

Senator Morse. That is worrying me. It bothers me. I did not 
realize that. 

Do vou think that is at all common throughout the country / 

Mr. Parsons. We brought this up to Senator Sparkman two years 
ivo When he visited us in Cleveland and we had him check the entire 
country, and the percentages at that time, 2 years ago, were running 
about 2 percent, some 3 and some better. But I think it is general. 

Senator Morse. Which would seem to be some supporting evidence 
for some kind of tax deferment ? 

Mr. Parsons. Yes, sir. We were trying to avoid the necessity of 
going to Secretary Humphrey and saying, make a moratorium on 

axes. We thought it was a bad time. We had hoped the Small 
Busin iess Administration, and possibly some of the other agencies, 
would loan some of these companies enough money to pay their taxes, 
which they want to do. We have probably in C leveland 3,500 small 
businesses. We are not a town essentially of big hetneiaiien, although 
we do have Ford and Chevrolet, who have come in later. We are 
idely distributed as to products. 

I am not talking about the fly-by-night contractor, or anything else. 
I am talking about business concerns that 10 or 12 or 14 years ago 
many of us sold Treasury bonds to. They are selling the last of their 
bonds and they do not have the money. They supported the Govern- 
ment in my own 12th District, in which I was chairman 5 times out 
of 8, and we sold over $60 million worth of bonds in the 7 or 8 drives 
that we had. A lot of those same men do not have the working capital 


tax 
D0 percent, o1 


to vo along. 


Believe me, gentlemen, the Tax Department is putting the heat on 
them today. We are getting 150 to 250 liens filed today in Cleveland, 
Ohio, for tax purposes, and you know what that is coming from. 
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Senator Morse. This rate of increase in delinquency, of course, 
results in a substantial increase in the ultimate tax burden because of 
the penalties involved. 

Mr. P \RSONS. Yes, sir. 

Senator Morse. I am guessing at it. and you know it so much better 
th in E do, so L wish you would help me in my guess. I suppose that 

ith that amount of delinquency the total tax cost to the delinquents 
aaa probably as a result of the penalties be increased, by the time 
ou pay out, between 7 and 10 percent: woud it not / 

Mr. Parsons. In some cases more than that, Senator. You cannot 
vet the banks to loan on back taxes, unless the boys have some definite 
other program that they are paving out and loaning on taxes as a 
lis@uise. 

Senator Morse. What problem do you run into with the Small Busi- 
ness Administration in the case of the small business that is tax delin- 
quent’ Is it inclined to be helpful to that small business. or is there 

ny tendency, because the business is tax deling ent, to be more hesi- 
tant to grant a small-business loan / 

Mr. Parsons. Our experience has been that Small Business Admin- 
stration has considered the whole picture. If taxes are part of the 
picture they are willing to go along with it. I do not think it would 

‘their polic: v to make a loan mere hy to pay taxes. 

Senator Morse. But if the particular project they want the loan for 
seems to be a good one and will help to get them out of the tax hole, 
the fact they are tax delinquent you do not feel is a handicap to their 
vetting the loan? 

Mr. Parsons. No, sir. The trouble in Cleveland is bank participa- 
tion. Oo ‘the lack of it. Suppose I vo along, because some of these points 
come up a little later, Senator. 

S. 383: We recommend decidedly the insurance of smaller business 
loans proposed by S. 383, this being our original recommendation 5 
years ago, as we would like to use our present banking system and 
this may well prove the only way that we can get national banking 
icceptance similar to FHA. 

In other words, many of our small concerns, if they have property, 
can get an FELA loan on their house, or possibly even in some cases on 
extra real estate, where they will get a definite turndown on any other 
basis. That has been a source of credit. and yet we can only apply it 
to small business institutions who have good plants: ind good collateral. 
i think that would be the biggest answer. because I feel that the Small 
Business Administration has done a good job from a standing start, 
but they just are not in enough spots; whereas the thousands of banks, 

ig and small, in the country, know mostly the customer’s needs, 
Evervbody has to bank somewhere. In other words, we just have not 
lad this picture with a broad enough spread. 

ig business is starting to go like the dickens now. It is very suc- 
cessful and it is all helping. But many of these small-business com- 
panies are not finding themselves in a financial position to take advan- 
tage of the increased business. I do not think that this group, or our 
small business group—and I think our small business group is very 
largely to blame throughout the country for not properly presenting 
the total picture to the Congress. 

All business, huge, large, medium, and small, is requiring more work- 
ing capital today as is evidenced by the bond and stock subscriptions 
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and loans during the past year. This has been due to the increas 

ust of labor, material, and equipme nt and plants. Small and mediun 
business is suffering in comparison as they now likewise have to hav: 
43.000 working capital for every man employed, and 38,000 investe 


n equipment, 
We feel that small business is some $800 to $1,000 light in oe ry 


‘apital as a whole. In other words, that has been due to the incre: 
in costs—wages, materials,and soon. The bigger ouenphibide aueiathest 


i it with loans and increased capitalization. 
1 am all for paying labor the best wage we can make for them, but 
we must have the see to do it. 


In summing up, small business is competing for and losing out to 

iy business and the Government itself in bank loans. ‘The Govern 
ment with its bond issues held by banks amounting to usually one-thir 
of their deposits is freezing these funds for local commercial use and 


Sucdlcneaah: If we did not have these big bond issues in the banks 
today they would be fighting for loans. But today they are sitting 

ist like that. They do not need them. They make money without 
smal] business. 


Why not issue new bonds at 4 percent return, 245 percent for 
interest, - 114 percent for retirement and liquidation in 60 years, 
returning g dually more money for commercial loans? That is what 
these | ag were set up for originally- as a depository for the peopl 
in the district. Those funds should be freed up, some of them, so that 
we can use them for business. They should be in liquidation of Gov 
ernment bonds. 

S. 1500: We approve S. 1500 but recommend an increase in aggre- 
gate from $175 million to $500 million outstanding at any one time 
for the purpose enumerated in section 207 (a) and (b). 

S. 1802: We favor S. 1802, your bill, Mr. Morse, extending the 
Sm: ‘I Business Act of 1953, which is similar to some of the other bills, 
and favor increasing the aggregate outstanding at any one time to 

$500 million as we believe $2 billion are urgently needed in these loans 
to continue our prosperity. I think it is conservative that $2 billion 
ure urgently needed in these loans if we are to continue our national! 
prosperity. 

Now. if I were Churchill of England sitting here and talking to the 
Senate and I asked for a billion or two, they would listen very quickly. 
But I am asking for a couple of billion dollars in this picture because 
1 believe that this setup warrants it and needs it. We are not asking 
for a handout, but are asking for a loan. I believe that the present 
underlying business situation needs this if we are to maintain our 
prosperity, which | believe we can do if we meet this question right 
here. 

To Secretary Humphrey I merely say this: [f they go along with $2 
billion, I would say that one-third of that $2 billion will go right back 
into the Treasury Department to pay off back taxes. Those loans of 
necessity would not be made without adequate collateral. I feel that 
this demand and this request will help the Treasury Department. 

Senator Morse. The new jobs it creates is another reason. 

Mr. Parsons. And the taxes it will collect. After all, we cannot put 
this strata of the American people in the position that they are getting 
put in every city, town, and village. Many of these men are proud 
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men and they have run their own businesses for years. ‘They are not 
erybabies. But this picture if not answered can give us all kinds of 
trouble in this country in the next few years. I think it is the most 

mportant question before the Senate today, or I would not have come 
down here. I am sorry the whole Banking rn Currency Committee 
is not here. 

Senator Morse, They will hear about it. Senator Payne 

Senator Payne. Mr. Chairman. If I understand correctly, Mr. 
Parsons, one of the strongest arguments you advance is the fact that 
small business at the present time finds itself unable to secure the 
necessary capital to be able 

Mir. Parsons. Or term loans. 

Senator Payne. Or long-term loans. Is it not true under present 
banking regulations many of the banks are precluded under Federal 
regulation from entering into so calle al long term loans / 

Mr. Parsons. That, Senator Payne, de ‘pends on their charter. It 
depends on their State charter and whether it is a State or national 
bank. 

Senator Payne. How about Federal regulation ? 

Mr. Parsons. There is some limitation. 

Senator Payne. There is some limitation ? 

Mr. Parsons. And the average bank in our community, gentlemen, 
has been reluctant to go on term loans. They would not even in 
Cleveland up to a few years ago make a loan on an industrial plant 
for over a 5-year period. They are making commercial loans, but 
not industrial, and that is what we are up against. 

Senator Payne. That is why I asked the question. I remember 
last year or the year before—and I have forgotten just when—dur- 
ing the course of hearings we conducted in the committee that ques- 
tion came up. I am very positive, if my memory is right, that evi- 
dence was heouite out at that time that that was one of the barriers 
affecting small business being able to get such loans. I well remem- 
ber during the hearings we held on the stock market situation in 
regard to many of the big corporations we found they had been able, 
because of very favors able situations, to deve lop a substantial reserve 
of surplus funds that enabled them to go ahead with expansions, 
with the purchase of new equipment, and retooling, and so forth, 
without having to resort either to the issuance of stock or going into 
the market for loans on debentures or anything else. Of course, that 
is one of the things small business just does not find itself able to do. 

Mr. Parsons. Gentlemen, I just gave you an example. In June 
we had quite a lot of trouble in our section with the fabricating com- 
panies which had gone out of warwork. In fact, I was talking with 
the treasurer of our biggest steel company. He said he never had 
so many bankruptcies in one month as in June of last year, among 
all of our customers in all our years. What is the answer, he asked ? 
[ said that the answer is the answer that you met when you asked 
for $300 million bond issue and got it. They need more working 
capital. 

This same thing, gentlemen, could happen to our biggest << 
panies. Do not think they are invulnerable. They look like. big 
profits that they are all making, but percentagewise if you take the 
spread from 5 to 8 or 9 percent on sales, even the successful e ompanies 

62459—55——_8 
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it ire running awfully close, gentlemen, between the co 
rao 1) ness and whiat vou get. 
- itor PAYN Q)f com e, the volume is what does r 
Mii Parsons. It is thr volume that does the trick. Yes, iz’. 
‘ ile , YN! \V ul ibout depres ition 4 Phas will Le Hiv tast 
» ov Morsi Pake your time 
- or PAYNI Depre mitlo has been mentioned here | forget 
Ol Touched Upon im or not. But it bas been mention ed that 
‘ ‘ © ullowed on secondhand equipment purchased hy nan 
What effeet would that hay ‘in helping to build reserve fa 
ill | hess Concerns 4 
\I Parsons. | believe, Senator. it would help a lot of them 


‘> ) itor PAYNt You beheve it would ¢ 


Mir. Parsons. Yes.sir. I do. | willsay, though, mour area | do not 
Kk th Ce pres ttioh question Is too mit I) of il factor Most ofu 
been extremely busy Ove! the last lo-yeal period, and 1h) Dba 
Vhnen they were n Government work they had Government loan 


nd wrote off equipment for 5 years. It would be helpful possibly for 
ome of the fellows just startine to be able to do this. TE think that 
enavantage of thi ugvestion. 
Senator Payni Some of the big corporations like General Motor 
r Ford. for example, or others, retool at pretty regular miterval 
Mr. Pat N Yes. si 
Senator Payn Phe equipment they pull out of their companie 
pore tty 1 first-class condition. Hlowever, because of a change nn 


etooling they have no need for them further and they feel it is to 
ther advantage to go ahead and release those on the market. ‘That 
the equipment which is purchased Ly Hhhaaday of the small manu 


Mr. Parsons. T beheve it would help. Yes, sir. 

Senator Payne. That is all T have. 

Senator Morse. Mr. Parsons, | am goimg to ask you to step aside 
ta few minutes while Senator Johnson, thre Hiajority lender, 

uttel Phen I would like to have you come back to the 

tand and take me by the hand and lead me through two or three 

} hor oy hiormation, becuuse 1 beheve your testimony and 


\ Noonan's test mOnV Is of vital Huportance to the committee on 
i miest le 
You brought out some points that T think will edueate this commit 
te At least thi ire educating me and [ want to ask you a few 
{ on nh I rev minutes, after our respected lendey finishes, 
Phe statement of Senator Johnson will be found beginning on 
! ty } 
Senator Morse. Mr. Parsons, as [T said, | am seeking information 
| int vou to check any interpretation that Lmight make of any 
tt ryou uve ll, 1h order to keep me right, | lo not Wait any his 
retations to stand inthis record. 
am cuisturbed about three things In your testimony which were 
eV to me No |. this statement of yours in regard to tax delin 
enceyv, ad your expression of the feeling at least that you know of 
oO Vr mo whv it might not be a typical pattern in some other places 
fnot generally 
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| \ nint of tax delinquency exist ! . 
Ma) bly someplace else, it must mean, or it may meal 
a ot hows the profit that nonlke t no lle f 
nd keep their tané up to date because they do 
{ if nob rid handle 
Your colloguy with Senator Payne pointed ou Chil 
! ! lyyar | CS not vreat | ! ut tive 
G- to U-percent profit, or whatever the pere eof } 
eW here ! that ay | { I {| { si ! ( 
>] ( ty 
What we et! ne to do, and our object l 
| wmionpt au troverhnment i eal relation hy pm wit rin ) 
direct loans, or backing up bank loar that e ba 
Chic oul wl ch \\ 1] Lhishing { » it I ' t ( 
fuxes, wl ich means they ake a profit 
Vir |? RSONSs Senntor. let mie water ipot mora mute 
mill businesses will show a 5- to 9-percent profit But 


Vou! itention to the tact that they have to 


money today hh dhateriais wna i labor, that they ado wm 


to build up a reserve, 


Do not forget tliat through the war yeu 


paving S2 percent on excess profit : In fact, many « 
tuxe In percentage than Genet il] Motors did \ 1] 
through was amor ii nh of equipment wh ‘ 
not get favored with an lerease eve hn the exeniptre 


from S1O000 to 825,000 until a relatively few years ago 


1 ‘fact of the matter is today we are sugvesting Tt 
DUstive evel complete fax exemption, 
onthe Hirst SLOOO0O. But that is another tssue. 

senatlol Mors Phat help mv thinking anvwa 


PARSONS ln other word . VOU DAN book w i 


Nii Ov 
till be short of working ¢ ipital, 

senator Viorsr. Let tls dwell nu little lol ver On tiie 
thiat you made fo Senator Payne. Ln ord rto vet more 
tal even the big Companies are Yotngy to have to cred 
they not / 

Mr. Par ON Lin VEILS volume or, il} ise OTF dOoOlnYg 1) 
they have to borrow Money todo that busine With 

Senator Morse. That is meht. But | say. ig 
thetical idea the eXpansion need caused by 1 here 
wnd, therefore, in consumers: but assuming a status qu 
ractor 1 concerned, 1f bie busine tries TO ncrense its ve 
fo vet more workine capital or vet more lon 
i¢ Keep Its profits up, do we not have to be on vunra 0 


OO: Dig Diusine to squeeze the little fellow UST Chiat vat 


to tuke more of the volume into bie bu rie md feay 
lume to small business / 

Mr. Parsons. Gentlemen, | am not one of tho 
business Is going to get squeezed out in actual norn 
tirely by bie bu ine There are going te be many me 


ren vreat many thing todav that are made by 
are not big enough in volume to Warrant absorptto 
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The fact of the matter is that many of us men In small business have 


istherr pest customers big business. 


| might also say that the eustomers of big business are not only t 
uning public but small business. I think this whole problem is 
obliem of keenly and fully comprehend ne the econonne picture as 


tis being affected by the last 10 or 15 years of our lie ‘essity for rais ne 
fight wars 


ie ey TO a 
Senator Morsi i think it is well you pointed out that big business 
probably the No. l customer of the small manufacturer. 


Ssenetol \] RS] But | want to dwe 1] on the merger point because. 


et me make verv clear Se Shite npnnnd 1 ches ind happen to be an oppo 

ent of | Go bu ine as such I do beheve in regulation of mergers by 

Government to the extent that regulation is necessary to protect bot] 
b less and the consumer from antitrust violations. 

Vir. Parsons. In other words, we want competition. 

Senator Morse. That is right. But competition can exist within 
the economy among big business, and among big business and little 
1 hess \ thout taking the position that bign less is In and of itself 

rh « | I neve followed that economic theory. 

Bie busines in become an evil ina spec lic case because of what it 
oe that case Little business can too. You ean have antitrust 
violations by collusion among little businesses. So let us eliminate 

e antiti =f pl ise oft this that SO otten vets into any discussion whe 
vou start tal] ie aia ea reers, 

' Howey | want to get a little clearer in my thinking on your testi 
ony on this matter of the obligation, if any, of the Federal Govern 


nt to be of some fiseal assistance to small business by following th 
egislative course of action that will make it possible for them to get 

orking capital so that they can produce and compete and survive and 
m”ay their taxes. ind make some profit. 

Mr. Parsons. That 1s our aim. 

Senator Morse. My interpretation of your testimony is that you 
think that is a legitimate exercise of the governmental function on the 
Federal level, provided we have these standards that you have talked 
about here. After all, the administration of it by and large and the 

itter of policy is going to be left to the business itself and the various 
States and regions to ‘which the money is cong to be loaned and 


expended 

Mr. Parsons. Yes. sir. 

Senator Morsr. | 
am I not ? 

Mr. Parsons. Yes, sir. 

Senator Morse. If Senator Payne will permit me, I have one more 
question, because I have been kind of set in a whirl by the testimony 
of this witness. He told mesome things I did not know. 

I want to go back to this matter of bankruptcy. You testified that 
it is a problem in small business and appare ‘ntly at the present time a 
greater prob aes 1m in small business than in the large-volume-producing 
industries. Isthat what the bankruptcy records will show ? 

Mr. Parsons. Yes, sir. As a matter of fact in our area you cannot 
say that this affects the very small business alone. This delinquenc: vy 
goes pretty well up the line tod: ay, into some much bigger companies 
than are represented here. 


am correct in the statement of your philosophy, 
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senator Morsr. Some of the bi Oo compat les are ie quent too 
Mr. Parsons. Not the huge companies, but some of thi bigger small 

COl panies 
Senator Morse. Some of what we « all in my country. “oreat pota 

toes.” The big ones but still hot what we eall “Live Id iho pl mes.” 

You would still find some of those economically) soTt ( use M1} ficure 

of spee h? 


L cannot quote you verbatim, but at one point n vour testimony 
is Observing some 


[ believe you did quote a businessman who said he 


ery serious bankruptcy difficulties in the area in the field of small 
siness. Is that an accurate recollection ? 

Mr. PARSONS. We cannot help | ut fee] that is cre * to be the ~ It 
f we have such a multiplicity of tax liens being constantly filed. It 

TY ng everybody. , 

. or Morsr. In the mail we vet and I an l Senator Payne 

| share this expression in the mail I get { SS ors get 
irom a vrTeatl many smal] bus inesse ‘ they clea \ tax nintter. 
| ey say We are really putting them out of bus e and mal ne it 
ery difficult for them to survive because of 1 tax problems that 

tre them 

SO you have the sey irious problems wher { need either a tax 
set-aside, where they plow a certain amou f it back into their 

iness. or really some tax exemptior Ss. 

Mr. Parsons. I want to bring that particularly to this commiitee’s 

on, because we have made quite a study a » what t tax 
caelnquencies are nm our OWN Lroup al d ass ited group : \oain | 
ant to say it is not the amount of income tax. The Government in 
theory sa our withholding tax is a trust aff: That is the law. 
Phy question is What happens when the concern does not have the 
money 1n the bank when the time comes up to p t¢ It 1s not trust. 
He has never had it in many cases, 

We have lots of cases where the compa eS are tied up, even by the 
Government in cases, and cannot pay their taxes on time. In Wash 
neton rece ly we just up a the social secur! base. Those of us 
who have been in business for a long while want our men to have social 


security. We cut the person: al tax, which helps d us on our withhold- 
ng, but the social secur ity went up, so that the total you take out is 
more than it was befor 

Those are the questions besetting our small-busins men. They do 
not want to fold up and hold their men in unemployment, but they are 
getting to the ragged edge fast. That is why we have now definitely 
not myself alone. but our entire group have argued this back and 
fourth—we think each one of these three acts are worthy of considera- 
tion. 

If the Small Business Administration does not fill the bill, let us 
use the insurance loan. Personally we feel that wili go further because 
there is a chance for the Government to make a profit on an insurance 
setup. FHA made a profit in the last 2 years. Some of the objection 
of Small Business Administration has been the cost of making the 
loans. The banks have the money. . we can get the backing of the 
insurance or guaranty for this money the banks will take case of that. 

Senator Morse. I want to state this: 1 would vote for this insur- 
ance loan in principle, and some other aids too; because it seems to me 
it is completely consonant with our whole system of the private enter 
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prise economy approa h to these matters. There is no pre blem there 
of Crovernment co trol. but really of Government assistance on a long 
vel =. 

Mr. Parsons. We do not pretend in our Cleveland area to know the 
problems all over the United States; but many of us in this particular 
sroup have been active in studying this problem. We are only trying 
© vive You our picture as we see it. 

Senator Morse. One final word which is reiteration, but T think 
ought to be sa \t the end of your statement you said small bus 

Was having «a fheultv in vour area getting loans from the banks 
| 1 Y.3 order aga will vou Say for the record wv hy you think they 
ire havine difficulty in getting loans from the banks ¢ 


Senator Payne. And what type of loans, Mr. Chairman. 

Senator Morse. Yes. 

Mr. Parsons. Because we merely have a situation in Cleveland 

ere the banks have that poliey. Period. \t the same time, in Pitts 
burgh the Mellon Bank has gone along and the Cleveland banks are 

bis step forward. We have to be able to break the ice. 

Senator Morse. I understand that, but let me see if I am right in 


terpreting yvour testimony. One reason, as I understood you to 
sav. is because they have this great backlog of frozen Federal securities 
it we have not really been able to eet flowing into the channels of 


ommerce. With that frozen in their banks, it is not a matter of great 
oncern to then whether they make tl loan or not and run the risk, 
from then standpoint. 

Mr. Parsons. Exactly. 

Senator Morse. Torun the risk of the loan. 

Mr. Parsons. Precisely. 

Senator Mors When there Is no Federal] Insurance policy behind 
the loar : 

Mr. Parsons. Precisely. 

Senator Morse. And there is not any reason why we cannot set 
p an insurance principle which will protect the taxpayers of the 
country as a whole from any exercise of bad discretion on the part 
of the bankers. We can also apply that principle in a way where 
it will keep him on guard and see to it that he exercises wise discre 
tion 

Mr. Parsons. We have a situation in Cleveland where the Federal 
Reserve bank under section 13(b) is making quite a few loans. 

| would like this off the record, please. 

Discussion off the record.) 

Senator Morse. One final question, which a staff member asked me 
to ask. We are very much dependent on the staff members for re- 

arch, and when they want some help we cooperate with them. 

He asked the question how do loans solve basic problems of busi 
ess such as meeting daily labor costs, which is what social security 
and the withholding taxes actually are. How are we going to solve 
that problem through loans ? 

Mr. Parsons. Only term loans. Not 90-day loans. If you can only 
get 90-day paper that will not answer it. But the point is, for in- 
stance, in this changeover period from war work to other work, you 
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just cannot change overnight from war contracts to vour other con 
tracts. It takes a period of weeks and months to build up vour othe! 
DUSINess. 

I remember in 1946 we were held in our own company for 6 months 
ona particular Navy job. We got way behind the bandwagon getting 
back into the stream. It took us 6 months to get our plant really 
clr king. 

You have tied up inventories and you have changes to make and 
new developments. Still and all, you have to meet this da ly pay 
roll actually not only of your men, but your tax payroll—your fringe 
benefits today. There are very few COM panies today that do not olive 
their men at least 2 weeks’ vacation and all holidays paid, and possi 
bly insurance for outside of the plant as well as inside. Part of your 
overhead picture totally changed in the next 10 vears and the work 
ing capital has not gone along with it, gentlemen. 


Senator Morse. Thank you very much, Mr. Parsons. You have 
been very helpful to this committee. 
Mr. Parsons. Pardon me, Senator. Mr. Christophersen, would 


you like to say something’ Mr. Christophersen is our executive vice 
president. 

Senator Morse. I was just going to call him. 

Mr. Parsons. And a paid member of our organization, through 
whom everything clears. 

Senator Morse. I thought he was out in the audience. My apolo 


les. 


STATEMENT OF S. R. CHRISTOPHERSEN, EXECUTIVE VICE PRESI- 
DENT, SMALLER BUSINESS OF AMERICA, INC. 


Mr. CurisropHerseN. Thank you very much, Mr. Chairman and 
centlemen. 

These bills have been taken very seriously by our organization. 
We have had many meetings on them and we decided on having the 
chairman of our board present the answers as we saw them. We have 
confined ourselves entirely just to the bills. In other words, we did 
not put any of the fringes in our testimony here. 

We are very thankful also that Mr. Parsons is able to leave his job 
to come down here, which he has done because of his civice-mindedness 
in regard to small business. 

[ think that covers it very well. We also have a lot of things we 
have supported, but until those things come up, in addition to the 
bills you have now, I think we had better leave that to some other 
time. 

We also wanted to confine our time of presentation hecause we 
knew you had many witnesses and wanted to make it short and snappy 
and right to the point. 

Senator Morse. We certainly appreciate that. Do you have any 
questions, Senator Payne ¢ 

Senator Payne. No, I do not have any questions. 

Senator Morse. The next witness is Mr. George J. Burger, vice 
president of the National Federation of Independent Business. 

We are happy to have you, Mr. Burger. 
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STATEMENT OF GEORGE J. BURGER, VICE PRESIDENT OF THE 
NATIONAL FEDERATION OF INDEPENDENT BUSINESS 


Mr. Burcer. Thank you, Senator Morse. 

Senator Morse. Will you identify yourself for the reporter ? 

Mr. Burcer. I am George J. Burger, vice president in charge of 
egislative activities of the National Federation of Independent 
Business, 740 Washington Building, Washington, D.C. Our national 
eadquarters are located in Burlingame, Calif. We also maintain 
vision offices at New York City, Cincinnati, and Chicago. 

It must be understood by Members of Congress that no officer o1 


| 
a 


croup of officers is permitted to speak for the federation as to 


pos f10n on any legislative or economic problems unless SO directed 
1 nationwide poll oft ve membe ‘T's. The entire membe rship 1s 
polled and the results of ese polls vive the executive oflicers the 
ority to act n a eae members. 
‘ederation has a vital stake in the successful administration 
e Small Business Adusinintonisin Act. It will be found from the 
rd of the hearings before the House and Senate Banking and 
rrency Committees in M: ay 1953, that the feder: ation’s position was 
full support of the proposed legislation with only one geo oem 
We recommend that full control of the agency rest with the Adminis 


} 
(i I 


hat he he subject only to contro] ot the ( oneyress ot the 
United States. Our position today, through nationwide vote, remains 
Chie nea I was in May 1953. 

The federation has in its employ ap proximately 200 field a. 
sentatives who are calling on smal] business men every day of 
business week and teen ‘y are in a position to get firsthand ie renettotl 

the success or failure of the Small Business Administration in 
arrying out the will of Congress. Further, the federation, through 
ts head offices at Burlingame, Calif., and its Washington Office, re- 
ceives considerable numbers of requests for information from our 

bership as to procedure under the Smal] Business Administration 
\ct as to loans. In fact, it can be safely said that better than 80 per- 


cent of the inquiries as they apply to SBA from all sections of the 
Nation rest on the needs for financial assistance. The Washington 
office alone, during the life of the act, has assisted many hundreds in 
giving them the necessary information on procedure to follow in their 
contacts with SBA. At the same time, we have kept the Members of 
Congress acquainted with information coming from their districts 
on such mquiries 

We have a very vital stake in the success of the Small Business 
Administration Act. We are not unmindful of the fact that if there 
are deficiencies in the administration of the act, it would act as a 
boomerang to the Federation. Consequently, we are watching devel- 
opments to bring about a successful administration of the act, and let 
it be understood for the record that the closest liaison and cooperation 
has existed between our office and the head office of SBA for a year or 
more, 

Our interest in the act itself began shortly after its approval by 
Congress. As is my custom every year, I visited the head office at 
Burlingame. Calif., in September 1953, and made it my business to 
confer with the cand director of SBA in Los Angeles, and in 
October 1953, with the regional office at Kansas City, Mo. In both of 
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these visits, to be certain we had the story correct, I insisted that a 
hird part) v be prese nt at the conference At the com pleti on of the con 
ference, I directed the third party to m: ike his re port on the conference 
and then I made my own individual report. The comparison was then 
made. We found a wretched situation existing in the administration 
of the act which we believed was far from the intent of the Congress. 

Upon my return to Washington, I immediately conta ted the A \dinin- 
strator. Mr. Mitchell, and arranged for a conference, which took place 

. ofttic e on Or tober 23, LOS. [lis Various assistants were p resent 
luring the 2-hour conference and I believe the present Administrator, 
Mr. Barnes, who was then General Counsel, was also there. 

[ advised Mr. Mitchell of our findings, namely, that the great major- 
itv of small-business institutions could not qualify for loans due to the 
regulations instituted by the Policy Board. The regulations provided 
for loans only for those institutions in essential war work or essential 
industries. We found that the formal] application which was pre- 
sented to the applicant for completion broug ‘ht about a situation 
where the applicant would attempt to answer the question in the form 
and would finally throw it up in disgust. 

At the conference I put the question to Mr. Mitchell as to who was 
setting the loan policy and was any policy he proposed vetoed by 
‘Treasury or Commerce Department heads. He aske .d me to give him 
the privilege of reserving an answer until a later date. 

His assistants urged, because of the ma pore ince of my findings, that 
a joint conference be arranged for with Treasury and Commerce ofli- 
cials and the SBA, at which time I could colake again the story I had 
told on ¢ ictober 23, 1953. This conference took place on the afternoon 
of October 26, 1953, in the office of Mr. Randolph Burgess. who, I 
believe, is assistant to the Secretary of the Treasury. I also believe 
that Mir. Lothair Teetor of the Department of Commerce was present 
at this conference. I brought out in this conference two particular 
uses, one of a smal] battery manufacturer in the State of Minnesota, 
and the other, a small furniture producer in the State of Georgia. In 
the first instance, applications for loans were denied because it was 
ruled they were not in essential business. 

The outcome of these joint conferences was that a few days later a 
change was made in the management of SBA and then on November 
16, 1953, the entire policy was changed to permit all small business to 
participate in financial aid through the Small Business Administra- 
tion. 

Shortly thereafter, Mr. Wendell Barnes was appointed Adminis- 
trator and up to this very moment, we have had no reason to register 
any ob orn to the present policy being carried out by the Small 
Business Administration insofar as financial aid to small business is 
concerned. The federation makes no recommendations one way or the 
other on any application for a loan. The application must stand on its 
own merits, 

I believe it was just about a year ago a subcommittee of the House 
Small Business Committee held hearings on the west coast, one in 
San Francisco, and another in Los Angeles. In both instances, fed- 
eration officials appeared and gave testimony, and at one of these 
hearings the committee questioned the federation witness on the advis- 
ability of raising the SBA loan ceiling to a higher bracket than the 
$150,000 limit. F ollowing up the committee’s suggestion, we polled 
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our nationwide membership and the vote was in the negative. Know 

o ot our obligation to our members astoa successful administratio1 
of the act, again in one of my annual visits to the head office, in 1954, ] 
held conferences with the directors of the remional offices in Los An 
cveles and Sal Francisco. At the conferences in these areas, Federation 
President C. Wilson Harder accompanied me. I also conferred late: 
with the regional director in Portland. Oreg. At that time, a federa 
tioh mah was also with me. Then aon, before returning to Wash 
neton., I conferred with the remional office in Minneapolis. 

In these recent conferences, not alone with the regional directors of 
SBA but also with small business people en route. we found twe 
erious situations we hope have since been corrected. One was th 
e] tance of banks in certain areas to look with favor on the Small 
Business Administration Act. In some areas it was reported that 
orrespondent banks were afraid to step in because they were fearful 
f antagonizing the larger banking institutions. It goes without say 


¢ that the merger trend in banking institutions which is sweeping 

e Nation is of considerable concern to small business of this Nation. 
I: tncial control in the hands of a few large banking institutions eer 
tainly does not tend to encourage small business of this Nation. The 
Cisktt hor hood bar ks Wh many areas of the Nation live wit } smal] busi 


eSs dally nd when they cease to exist the lmnpact on the future of 
Shia | hess W 1] be mOSt Serious. We know from conversations 
with r presentatives of small banks of their alarm as to this merge! 


end. So it is more necessary than ever before that the Small Busi 


rie Administration be co tinued asa permanent, independent agency 
Phe second was thi failure of the remional offices ot SBA to have 
ough available material such as Government specitications or blue 


prints of specifications. There was a limited number available and 
: hn they were gone, that was the end of it. In some areas, arrange 
f 5 Wel made with the publie libraries where these documents 
were available. Hlowever, it was most difficult sometimes for a small 
I - es stil oO} to have to vo down and look up copes and make 
Vses ¢ them, et 
{ our hope that the committee will make certain that all avail- 
ble 1] formation as to (rovernment bids, forms, speci fie ations, blue 
1p] ts. dsoon, are available at all regional offices so that those smal] 


MISINeSS stitutions who are interested in participating in Govern 
ts may have such information in advance to permit them 


(| lal I 
It is eniheant and Important to note that at recent hearings before 
e Small Busmess Committee of the Congress that the Treasury 


Department stated : 


rhe Treasury believes that under the provisions of the act, and under existing 

( SBA has established an excellent record since its lending machinery 
ent into operation The Treasury believes that in the light of that record, the 
e of the Age vy should be extended for a further period of 2 years. 


It is also to be noted that the small business advisor for the Depart 
ent of Defense before the same hearing stated: 


It is our view that the Small Business Administration is presently serving the 
best interests of the Nation in this way and that if can continue to do so. For 
these reasons, we recommend the continuation of the Small Business Admin 


stration bevond June 30, 1955 
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As a result of the mail reaching our head office at Burlineame, 
(‘al f.. or the mail directed to the Washineto) office from members of 
the federation all Independent businessnie { ll) De said Without 
i question of doubt that they desire this Agency to stand on its own two 
feet—full control and management of the Ageney to rest with the 
\oency tse If. and not be made a part of any othe iwency of the 
(Government as to the overall policy of the Smal Business Adm 
stration. Control of the Agency should rest wit the Ad hnistratol 


d the Congress itself. 


The position the federation IS taking aus to t| ( rit ince of the 
Avency is ratified and confirmed by two recent nationwide polls of its 
tire mbership. The results of the two potis are as follows 
No.1: 76 percent for, 22 percent against, 2 percent 
No. 2: S84 percent for, 11 percent against, 5 percent 
It is to be noted, Mr. Chairman, that the first poll was made in on 
round October 1954, and the more rece pol ompleted withn 
past 50 day 
I) e) clusiol ¢ Mr. Chia Phbeadi. the rece ratio} thes erta recon 
endations fo. the committee's considerat on: 
L. We believe that any and all top emplovee of SBA s ould have 
|} mal t | orough knowledge of the bea Cc proble ( i} i bus ie@ss 
Phey should have a human feeling for the problems facing small 
. Th should be a requisite before 1 ey g hnto a posit 
The reeio ial advisory boards auppoy ted by the Aeency should 
eet niore often wit! the regional directors so tl t the directors will 
re « ect inforination on What is go or ¢ nm tne areas 


Wo belie Ve the committee sho ila reeXalh a | t Lppo htments 
ide to the National Advisory Board as it may be found that some 


oO} the members of that Board are a long wav from : mdersta Lig 
mall bus ness or being represt tative of small business 

tf, \ more aggressive action on the part of SBA t se oreatlel 

re of Government business, and particularly to exercise s noht 

o take prime contracts where same can be channeled through SFTOUDPS 

of small business in the respective industries. We found in many 

reas that competent small eChagimeering rhs, tor eNampie, would be 

ible to handle etfectively prime contracts, s | Ol mn groups, and 

a ; ! 
ssibly at lower cost to the Government Wi ing =) +) mm DY 


the committee in its direction to the Agency on t 


2. We believe that the committe should explore the privi ege ex 


. } 1 off = \ . ; 
tended to the regional offices 1h making loan ! O SOULOO without 
consulting Washington. We would like to have t] ommittee satisfy 
tself that in this permission there are no imped ts | that it 


means just what it Says. 
6. Our final recommendation, and we believe a very miportant one, 
so that the constructive help to SBA is not Impaired t rough no fault 


ol itsown, is that we urge youl committee to @ive pe Li consideration 


and attention to making known to the antitrust agencies that they 
nstitute a more vigorous, consistent enforcement of the ant trust laws 
as the fail to eniores these idws in res ilt 1 not alone cdestruction 
to small business, but to defeat the intent of Congress in financial aid 
to small business. 

On that recommendation, I heard the remarks about the perils fac 
ing small business in this Nation. It is a good comment. However. 
we are quite alarmed to the perils facing small business. 
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Within thie pa | week or 10 days a communication was received, ad 
clressed to me, the Washington otlice, from Columbia. Miss.. on the 
ictivities of leading milk and ice cream Colipaniles invading the state 
of Mississippi with lower prices for ice cream than they are giving it 


ne le 1a] 


OHDoO! vy State of Arkansas across the river. 
L Iso, oniy yesterday we received a long, extensive telegram from 
lopeka, Ix ins., telling of the activities of leading bread companies 
voing into Topeka and Booneville, Mo., with prices for bread that no 
1] producer can even start to meet, 
1 rd, Senatol Payne, your State has an ample amount of tire 
rebuilding eq pl ent. which did serve a very essential purpose in 
e war, It is In this OOM in 1942 that a group of the members of 


\ au ry { before t the Baa k ne Committee a proposition which 
eventually served many millions of automobiles in essential transpot 
tation I am talking about the tire-rebuilding industry which is exclu 


sively in the hands of _ ‘pendents who pionered that industry from 


{ heeptioh over Yo vealr’s ago. 


\\ il Lely re hing now 4 In this industry involving tire deals rs 
youl sstate oj Ma ne and Senator \Morse's State, where there 1S 
extensive equipment for tire rebuilding, the big manufacturers are 


ipparently disregarding the law and going in and trying to monop 
olize that business which the dealers built u 

It leads me to the conclusion that if the Small Business Adminis- 
tration loans are made to these small bread apace and the ice 
cream people 1 Mississi Ip pi and the tire dealer those loans can be 
mpaired, ind seriously impaired, through no pened on the part of 
the borrower, but by the damage to them through the violation of 


{ aivWwe 

l urge that youl ommittee take that recommendation under con 

deratio) the rewording of the Thye bill. 

Senator Payne. Thank you, Mr. Burger. I do not have any par 
lar questions Of course, you have indicated very clearly in your 
statement the fact that whe you made your first trip out into the field 

1953 the act it f had had prac tic: ally no chance to operate up to 


that moment 
Mr. Burcer. That is quite true, Senator Payne. 


Senator Payne. But since that time you have observed very satis 
factory operation ? 

Mr. Burcer. After we had the conference on October 23, 1953, and 
October 26, on the w oer procedure; because up until tha time 99 
people out of 100 oa ng application to the Small Business Adminis- 
tration uncer th ulations that were set up had to be an essential 
industry, or thei Was was not considered. That was all changed. 
From now on it is do nga very satisfactory job. 

Senator Payne. As far as the information is concerned that they 


are puting out now, I have had it brought to my personal attention, 
and in fact I have made some distribution of it on my own by furnish- 
ing some of the material that they have available, which does give, 
through the Small Business Administration, specific information to 
small business with relation to how they should go about bidding for 
Government work, and their requirements, and everything concerned 
vith it 

Mr. Burcer. It is showing considerable progress and improvement 
every day. 
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Senator Payne. You say they are showing intelligence in their 
approach to the problem ¢ 

Mr. Bureer. Exactly. 

Senator PAYNE. Do the members of the statt ave any questions 
to ask / 

Mr. Rapaicu. Senator Morse had to go to a radio broadeast and 
he apologized for not being able to remain here. | think he would 
yrobably like to question you this afternoon. 

Mr. Burcer. Is he coming back this afternoon / 


Mr. Raraicn. I think he will. I know he is very interested in this 
problem and has oiven considerable thought to it. . 

Mr. Burger. I know he is. We have a very substantial membership 
who are interested in him, too, in the State of Oregon, at the present 
Lime. 

Mr. Rapatcu. Thank you. 

Senator Payne. Thank you very much, Mr. Burger. In view of 


‘ 
the fact that the Senate is now in session, and S« tor Morse did 
have to be away for this particular period, I believe we will recess. 
Senator Morse expected to be back about a quarter past 12 but in 
structed me in his absence, if we completed with Mr. Burger, that the 
committee would stand in recess until 2 o'clock, at which time we will 
proceed with the questions that he may have to address to you, Mr. 
Burger. 


Then, just in the event I am not able to be present at 2 o'clock, 
because of some assignments I have this afternoon, I am going to 


feel very badly about it because a very distinguished citizen of the 
State of Maine is here to testify. That is Mr. Arthur Maxwell with 
whom I have been associated in work in connection with this matter 
for several years, and who is an outstanding citizen of the State. 

While he is here representing the American Bankers Association, 
I can assure you he has been vitally concerned with the small business 
problem. He was one of the original incorporators of the Maine 
Development Credit Corp. to provide risk capital for small industry. 
Ife has also been a very sympathetic person on all problems pertaining 
to small business. 

Some people say that the blood of bankers runs cold sometimes. 
I can assure you Arthur Maxwell has a very warm heart and the 
blood is running very warm all through his system. So I know you 
will get some very practical information from Mr. Maxwell this 
afternoon; and I know he will forgive me if I cannot get back here, 
although I hope very much it will be possible for me to do so. 

With that we will recess for now ona convene again at 2 p. m., when 
Senator Morse will be back to conduct the hearings. Thank you very 
much. 

(Whereupon, at 12:10 p. m. the subcommittee recessed until 2 p. m. 
of the same day. 

AFTERNOON SESSION 


Senator Morse. The hearing will come to order. Mr. Burger, I am 
very sorry that I was not able to stay and hear your statement, but 
I have read the entire statement over the noon hour, and my questions 
will be based upon that reading. I happened to have had an appoint- 
ment at 12 o’clock that I just had to keep. 
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I want vou to give me some information on a problem that con 
erns me. It involves the truly independent small-business mai 


| morning | thought we had some very helpful testimony from 
Mr. Parsons dealing with that segment of small business in which 


mall business concern is really the suppher of big busines 


. SOT 

mes ¢ i subcontracting level, sometimes on the level of producing 

(rOOUS d materials that a larger concern just has to have in connec 

C101 | { manufacturing process. Mr. Parson’s testimony o 
haat exceed ley helpful to the committee. 

But | read my own mail. And a lot of small-business men in my 

ection of the cou try write to me. If I seem to be using example 


rol mv section of the country, it is only because | am familiar wit 


But | have no reason for believing that they are the exception 
ne of them involves this matter of bank mergers. 


Out on ny section of the COUNTrY, there is a great deal of bank 
ere = fn" vy On. The oldtime independent banker that used to 
ike it possible, when [ was a boy, for my dad to meet the tax dates 
vl thi terest dates, which were the two red-letter dates on ow 
ly enlendar each vear during the period of farm depression 
if iC] lent banker is fast passing from the American bankine 
li 
Mir. Burcer. We know it. 
» or Morse. Tle knew mv dad. Tle knew the value of the farm 
Ile knew the prospects of collecting on security And not only that, 
t he pillar of the community in many other ways. He wa 
{ red manager of a bank. lle was the man respol sible. of 
, oard of cirectors. But he had that sense of community 
mation Chat cause lin to do those things ne essary to help thi 
my or tl OMMUNITY develop and thrive. If he could help 
1 farmer and get him on his feet, that wa Imply another 
| | KH ount that would go on depo it. 
la ot a banker. I don’t know much about it. But IT know I 
’ c Ct tituents that are concerned about this loss of the 
ails nad this tende cy of laree bankine combines im 
er Nort est to buy up independent banks, put a resident 
Ss" n who makes his decisions on the basis of a policy that 
a cow n San Francisco or in some other metropolis, fa 
noved from the town in whieh this pant cular now branch bank 
located 
l 1 be dead wrong about this 
Mir. Burcer. No: vou are not 
_ tol forse. But I have the feeling that when we are dealing 
e problem of small business in this country today, we have 
' 1? of tl prol lem connected with banking policies. 


| did not mean to speak quite at this length, but I had to do it in 


der to give you an intelligent basis for a discussion of what is 


erning me Because if these correspondents are correct, as they 
. it seems to me that this committee has some obligation 
take a look into the loaning practices of banks. 


Mr Par oO! 


s this morning talked about it in a much broader sphere. 
1! 
am tTaikil 


about it here this afternoon from the standpoint of 


y 


‘ 


he little fellow yong into the bank that is located in his hometown. 
In many mstances 


now this is not an independent bank but a branch 
fa chain bank. Ile runs up against a loaning policy that is not 
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determined in that town but is determined elsewhere, and he no longet 
feels the rapport that my dad, for example, felt with his banket 
when he went mn and they knew each other oO} t tirst-name bas 


Che decision was made by that banker as to whether or not he thought 


the livestock and the hay Ih the barn und the cor hn the cornerib 
irranted enough of a loan LO pay the taxes. 
| have explaimed—what shall [ say—both my feelings and my 
rel about this matter. | respect youl yuclomn it | ould lke to 
have a comment from you as to whether or not you think I have put 
my finger on any problem that this committee ought to interest itself 
or whether we should simply say that the loaning practices of 
local banks are in no way a part of the small-bu nan’s problem 


n America today. 
Mr. Burerer. Senator Morse, in the first place, Tam not a profe 
onal trade association man or executive I went through the sehool 
of hard knocks, experience, in my own business from 1909 up until 
i941. So LT would say to you sincerely, and I think | speak for small 
business, and I think I speak for the feeling in the minds of our mem 
Hel hip, that we would concul In your observation 


I mentioned in my statement this morn the rh e na 
of our members of this bank merger trend eliminating the independ 
bank, wl 1 1 nny COoMmMMmunitres hike an father conte or to small 

Ihe And when that ceases to exist, that close relationsh )), | 
| yu wondering where small busine Is yong to go Tor needed 
mcinl ard. where they are eflicient and con Del 

\ v. | 1¢ ill. which j no different (| th dba \ i ! ( 

inties T had letters of introduction to top off | fy 1] 
second largest bank 1 mdany in the United Sta (tt ) 
needed nothing more than that, to get that intro iro 1) 

il of a major industry to that bank. lle ruive | | e time 

ry to relate my Story for a short-term captt Owl een { 
ip my friend, the vice-president, who then became } 

major corporation, and he said, “You know, I like that 1 
burger. I think he is all melht. But he is yust kiddies 
l ive the words he used. ‘Tle is just kidding | eitaitl 

e can comnipete agaist bie business.” Now, | 


ntlement 
Now, | wonde) Whether that ame rule of thought pi 
wentration that has taken place with the bank merger 


“o LT said in hay tatement this morn uy that when thr haepel 

mk woes out of the territory and the control of credit come rom 
e thet New York or ¢ hicago or San rane isco, fT il vyoine to be a 
very, very serious situation facing small business, and from that point 
Gli. | don't know where they are Going to go, unt the (ro ern 


tself, through such agencies as the SBA or some other agency. com 
to their assistance, Because for that condition to exist would be one 
of the most serious situations facing our overall economy 


[ concur 100 percent with your observation. 


Senator Morse. In line with those comments, Mr. Berger. wou'd vou 
say, as a representative of small business, that you note a trend thin 
the banking fraternity in this country of seeming to be hesitant about 
making long-term loans to small business but it ting on short-term 


loans when they do make them ¢ 
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Mr. Burcer. Well, I think there are two ways too look at that. ] 
would not necessarily come to the cone lusion that the banks are whol 


oi Ity. I think they are sub ject to State and i eder: al laws, as | have 
bee! ~n by competent authorative sources in the banking field—that 
whe} . bank e xaminers come i along, and I can stand to be corrected. 
tuse What I don’t know about banking would probably fill the Cor 
eressional Library but they tell me that these bank examiners, whi 
thev see a loan on the books for any long length of time, they ask 
1 bank to vet that lonn cleared out or reduced or limited to its terms 
Whe rt t isso or not, I do not know. But I do know this mueh 
that small business, for necessary capital to expand, has to have some 
thine longer than 12 or 24 or 36 months to carry on cher hecesar’ 
tactics 
= i there 1s anything that can be done to ease that situation, 


hrough the n fluence of this committee, I think this committee 
duty bound to explore that situation. 

Senator Morse. Some of my mail indicates that small-business 
men find it difficult to get long-term loans, even within such periods 
of time as you mentioned, 24 to 36 months; that the tendency of many 
or the banks is to offer them loans, if they offer them any at all, on 
a 12-months’ basis or less. 

Mir. BurGer. ~ get complaints like that every 


so ofte mn. 
senator Mor 


Then I understand ee your testimony that you 
hold the point of view that the Government, if it really Wants to hel e 


small business, has got to adopt a — ative policy that will make 
possible to either back the bank up in a longer loan, or some as 
nsurance principle, or in some instances, where the case is meri 


torious, actually participate ina direct loan. 

Mr. Burcer. Exactly, no question or doubt about it. That is the 
only place out. Now, you know, Senator Morse, that the history of 
the bank failures, when they closed the banks in the early thirties—I 
mappen to be a third- or fourth-generation New Yorker, and I do 
meet people, and I find that they tell me that it wasn’t the small loans, 
personal loans, the small business loans that brought about the closing 
of the banks, but it was the large loans made to industry that brought 
about a condition where they could not recover. 

Now, the small-business man dealing with a bank for a short-term 
loan or a long-term loan, he knows he must keep his responsibility 
up to that bank, particularly if it is a hometown bank, because he will 
need that bank during his course of business and if he falters or fails 
to meet his obligation, he knows he is through. 

Senator Morse. Senator Payne, to bring you up to date on this line 
of questioning, since you have just entered the hearing room, we are 
discussing banking policy in oe to small business. I asked : 
line of questions as to whether or not this witness, as a represent ais 
of small | yusiness, felt that the merging of banks, the gradual dis- 
<oeen ng of the hometown independe nt bank and the establishment 
of loaning policies by a larger bank with offices in some metropolis a 
long way away was h: aving any effect on the ability of small business- 
men to get loans. He has testified that it is a common complaint 
and deserves to be one of the problems that we should look into. 
From that question, I am now about to proceed with a question along 


the lines that I asked Mr. Parsons this morning on this whole prob- 
lem of mergers. 
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You heard me Sa this morning that I am not frightened by big 
isiness as such; Il am only frightened by certa practices that cel 
n big businesses engage In. 
Mr. Burcer. That is mght. 
itor Morse. Which have a tendency to stifle Ompelition and 
1) oduce either monopoly or quasimonopolist e trends l told you | 
\ s going to recite from my own correspondence the kind of problem 
e to find out about in service to my const tuents. 
j have veeh recelVing from i state a consicdel ible il at ma i 
t] independent tire retread hoe establishment | sum 
ize it by saving that the mail is to the effect that a few very large 
anies were coming in and, so the compla ts say. taking over the 
retreacding hnaustry, T e | ttle fell wos ben oy squet ed out. so 
eV Say Phey are not being helped any by e rubber policies of 
‘Government at the present time. ‘They have no assurance from 
owners of the plants that th ey can get the supply of} ver thie 
eed at a |! et they can atford to pay. 
I think the last letter we received yesterday is to the effect that the 


} 
i 


ost of rul her hac gone up 20) percent since the saie of the ~p ant 

\s a representative of small busimess, do you hav y information 
that would be helpful to the committee in regard, no pantiectionds 
to this example, but only to this example in the sense that it may 


represent a po icy that is Satire ar whereby I o business, large 


} 
business, 1s follow ing trade practices that put out of business the truly 
ndependent small-business man? Not the independent businessman 
that Mr. Parsons was talking about, who really sells to big business, 


but the fellow like the tire retreader or the small independent grocer 
or the ice cream manufacturer. 

These letters indicate that what businesses of this type are con 
fronted with is a merging practice that is designed to stifle com- 
petition, to squeeze it out. 

Is there anything to that complaint that I am getting in my mail? 

Mr. Burcer. The complaint 1s justified. When you had left the 
room this morning to vo to the Senate floor, I mentioned communica- 
tions that I had received from members within the past week. In 
fact, I used their statements in my testimony before the Senate Small 
Business Committee a week ago ‘tod: ay, at the time they were on the 
Attorney General’s committee to study antitrust. 

One complaint came in that morning, Senator Morse, from an ice 
cream manufacturer in Columbia, Miss., where he complained about 
the practices of eae big milk and ice cream companies from the 
East invading their market with tremendously low prices that he 
could not hope to meet, and the prices of those same companies in the 
neighboring State of Arkansas were considerably higher. That is 
No. 1. 

No. 2: Yesterday there was a three-page telegram from Topeka, 
Kans. about these giant bread companies invading the markets in 
Missouri and Kansas, even going to this extreme to get their bread 
in—putting a 25-cent piece with the loaf of bread that the v are leav- 
ing at the door of the housewives to get them to use that bread. 

These fellows have been in business out there—in Boonville. Mo.. 
and Topeka, Kans.—as separate, individual concerns for 30 to 40 
vears. 


62459—55 4 
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Now, about thus tire rebuilding. It was in this room in the s me? 


1942. about 13 vears ago this month, that the Banking Comiuniittee 


ivd We dealers, and we presented i plan to this committe that went 
iv to serve the essential users of tires during the duration 
parthy t rough tire repairing and tire rebuilding. Thess 


ers, Whethel ! Portland, Oreg., Sal hi Ol any piace Ih the 


d States, for 25 vears developed that tire rebuilding in the fac 
tree fous Obst icles fron big Time nial fa turers, 
\\ Ip POVer Ne DL he 1 tl c. bus nal passenger car til 
‘ ‘ ' (1! { ” { 1!) _ Ve rhe fact tt ’ { I = hot 
{ K> hat Duses, W 1] be able lo be s ifely recapped from > to } 
SO These DIG, alii rubbet COM MPAnLeS, who operate these ret 
u & und, Ovee., rea s ti «a So the 
Cive ( }) ie Sates a «| \ hie if tires to il] KIDS Oo 
\ elinnihnation of the «ae ile} th ehout trae 
| 1 oT oll ot invested \] j 
( I clone Within the past ‘ ours. bD 
‘ \ \ttorne ( neral, 1 Llonorable 
3 b Lave TOM i) Tor Lrastr vestivation 
‘ ( ‘ 
Do you t © it is encouraging to small business when we hear 
1vO Tuesday that a representative of the Federal Trade 
: d for Subcommittee of the House Smal] 
1) ess ( ite d bear in mind the Con ion know of this 
rly as 1939. They so told the temporary National Eco 
Committee that the practice [ am going to talk about was in 


so the ot aliotthe Fede) | I ide © OMISSION, a WeeK 
| 1é i tf if it committee tha 1 \ ad adiscoveredt [Wo NATO! 


Peervitive i override Orin Sl] fo. the ele of tires 


( ‘ to rhe ha Y stations i \ “| 
! ( | ) ( 
I On I nr CIitere it ti) wealel 
it t ‘ rie or @ l Lhe ( | TO} one riati 
| ( tr Cail ¢ Wis 
~ r \iors Well \ Bur \ i] CSUTIOTL tin “ y 
I want to he mie other wit o 1 will no 
vredat length, except hn revara tO one ques 1On. 
— e ow that we sat here ror some time, an hou Or sO, 
0 recited 1 serles of examples ot this tendency fol power 
panies, Dig conlpantes, tO squeeze Out small, independent com 
Mm vou Ik. with that trend On, ASSUMING fo. the sake ot 
nent it on, and you are satished you can ubstantiate that it is 
on, that Government has a responsibility of exercising reasonable 
| minimum checks that will protect the competitive enterprise by 


eliping to at least strenothen the economil s1hews of small busi ess 
by way of a loaning policy and by way of stricter enforcement of the 
antitrust laws and by way of checking unfair trade practices 4 

Mr. Burcer. Senator Morse, I don’t want to take up the time of the 
other witnesses, and I would like to make this observation. By invi 
taiton I appeare d both before the Republican and Democrat platform 
conimiittees 11 Philadelphia, and in 1952 by invitation before the Re- 
publican and Democrat committees in Chicago. And whatever | 
say now, spe iking for the federation, is an official direct nationwide 
poll of our members. 
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The first and principal thing we ask of this committee or the Co 
ress of the United States is for vigorous enforcement of the 
trust laws Unless that is done and fulfilled ct « i out I Ke 
Wendell Burr, the Assistant Attorney (veneral for the Antitrust Div 
on told the Senate Civil Service Committee in February 1947—-and 
hese are the words he used that for 35 years the ! trat1o 
o1vel “lip service” to the enforcement of antitrust Ws 
So it would be my request to this committee, as I tin my closing 
re irks, that in this financial aid to small business na 
‘ Sst as he lntul to the baa KS tly mselves | it. the Omnittee ua i 
he other committees, if you are rong tos e shi | busine 5 we 
for new legislation, and we don't eve) sk for small-business 
d. but we do ask that the Government institu program of vol 
fuirenforcement of the antitrust laws. 
Senator Morsr. Lo you think t! it should 1 ile some modification 
if the nominal fine of 85.000 that now is conta di the laws for 
oOlut 1! 
Mr. Bureer. Well, I had a statement made « that, and I noticed 
st last week that in Capetown, South Afi they are instituting 
ntitrust laws with the fines running from $14,000 to $24,000 plus 3 
years imprisonment for violation, 
Senator Morse. That would carry with it not only a ci i 
it a charge of criminal conspiracy. 
Mr. 31 RGER. think SO. 
Senator Morse. One further comment. Do yo vwhere 
tu ment o1 hay » Vo In vour test PihOTL) I it viiy\ I nt I of 
of the bills pending before the committee / 


\ir. Beroer. We are in favor, as directed by natio ide , oe 
Ol Lor se, of the Phye-Hill bill. That is the one tl provides for 


the continuance of the agency as a permanent age We |] not 
olled « the bills that have bee ntroducecd If Lor is time, t \ 
‘ ) Mor yo ve not poll lo t} ! we e le 


Mir. Burger. No: that last poll was o1 the Tlill-Thve bill, whene 


| it Was ineed, Shortly {tel ( ‘ongress convened ! In wry. 
\nd that poll was completed within the last 30 « 

Senator Morsr. One final question from me Yi sav that we 
hould re xamine the appon ments tothe Advisory Bo 

Mr. Burcrer. Yes, sir. 

Senator Morse. Because some of the members, you say. of the Board 
rea long wav from understanding small business or being representa 


tives of small business. 

Mr. Burcer. Yes, sir. that is right. Senator Mo 

Senator Morse. Do you propose that, therefore, we set it up on some 
basis different from its present relationship to Commerce and Treas 
ury ¢ 

Senator Payne. Senator, if I may, that Advisory Board he is speak 
ing of 
Mr. Burcer. Iam glad you brought that up. Our position, insofar 
as Commerce and Treasury having any control over the SBA, no, 
definitely out. That Was our position from the first Instance in this 
room In 1953. The SBA should be independent, subject to the con- 
trol of the ¢ ‘ongress. I would wish the committee would look over the 
appointees on the National Advisory Board. 
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Senator Morse. Is it your complaint that there are not enoug 


nall-business men on it 4 

Nh It RGER. Well, the ‘re might be some. | um not i cle ntifying any 
by at the moment. When vou look over the list from the business 

ickerou ad. vo mig { come to the same conclusion, that you don’t 
believe they are typical small-business representatives. 


Senator Payne. You are referring to the board that has been es 


Mr. Burcer. No. They have a National Advisory Board and 


l ) l 
Senator Payne. Do vou mean both? 
Mr. Burcer. No: I am alkine about the National Ady isory Con 
niittes That is the rinerpal board. That meets with the agency 
Was oton evel so often. 
=~ ito! Miorsre. | t nk Tum derstand vou, but | Want to get it tied 
cle rtainty. I don't know whether I would be justified 
o remark in your statement, that while we are a long 
iy from understanding of small business as being representative of 
ness—do you think we ought to satisfy ourselves in answer 
to the question as to whether or not enough men with a small-business 
round are o1 » Board. 





Mir. Bureer. They must be svmpathetic to smali business in wort 
edi, and actiol 
Senator Morsr. Senator Payne. 
enator Payne. No questions. 
ator Morse. Thank you very much, Mr. Burger. 
Senator Morse. The next witness will be Arthur F. Maxwell, presi- 
ht of the I irst National Bank ol Bidk le ford, Maine. 
Will you dent) fy yourself to the reporter and proceed in your own 
wity. It isa pi easure to have you. May I say I am delighted to serve 
on this committee with my colleague from Maine. Once in a while he 
influences me and even more rarely I influence him, but we are good 
eriend ; 
Senator Payne. Youarea very charitable person, Senator. I think 
we havea fairly good batting average. 
Mir. Maxweci. I am very hap ppy to see Fred P ayne on this commit 


d 


tee. He looks something tiie, a guardian angel to me, because, of 
course, Lama little country boy. You ap preciate that fact. 
Senator Payne. I don’t want to be repetitious, but this morning, be- 
fore I left, | mentioned that Arthur Maxwell was here and my con- 
nection with him, which is a matter of record. And I said he was one 
of those individuals who has normally been typified as a banker with 
very cold blood or no blood running through their veins. My ac- 


quaintance with Arthur Maxwell has always proved to me his blood is 
very warm and his heart, too, and he has a great interest in small busi- 
ness 

Senator Morse. I have frequently observed that when that descrip- 
tion 1s made of some person, it is more of a veneer than anything else, 
and that underneath there is just the kind of person that you just 
described. 


Proceed, Mr. Maxwell. 
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‘i A nN 


STATEMENT OF ARTHUR F. MAXWELL, ON BEHALF OF THE 
AMERICAN BANKERS ASSOCIATION 


Mr. Maxweti. Thank you for those kind words 
\[v name is Arthur F. Maxwell. I am president of the First Na 
al Bank of Biddleford, Maine, and a member of the small-business 


edit commission of the American Bankers Ass [ am mak 
this statement on behalf of this associatic onnection wit] 
various bills which are being considered at t] e bY youl ym 
hi Jig 
The \ erican Bank els Assov it1Onh., the I l) bei } ot Vi hi con 
of 97 percent of all the banks in the country, naturally nter 
ect in the problems of small business ce yority of the banks 
<] ¢ up its membership are small business institutions, 
lo llustrate the preponderant] smal] bus ness character of bank 
e, | should like to point out that, of the 14,500 banks in the Nation, 
only 1.000 have deposits of more than $25 million: 200 have deposits 
of between so n illion and BZD mill is: ana ipproxin ately LO,QOO 
ve deposits of less than $5 million 
It may be of interest to mention at this point that since the end of 


the war, our association has had a Spec ial department ¢ valle 1 the Sink ull 
business credit commission, whose activities are devoted e1 tirely to the 


terests of small business, The commission concerns itself with en 
Ouraglihg banks to meet the varied erect { needs ol mal] us esses. 
lt also concerns itself with aiding s) 1-busine irms through eduea 
tional programs to develop sound m hagement pra tices and 
vent | hd lal y | wWnIne. 

This progr: a. begun in 1945, ha reased to a considerable extent 
the coope ration between the smaller banks and t ie lare 1 bank This 

d to ha larger banks revitalizing their corresponcent hea relation 
ships so as to give greater assistance to smaller banks in negotiating 


and ServicihYy loans to small] business 11 dd in si Wing 1n t! Ose loans 
with the smaller banks. The program also has led many of the larger 
banks to establish small-business departments especially to encourage 
rnd handle this type of business. 

During the past decade, loans in all banks in the United States in- 
creased from S25 billion to S87 billion. The last comprehensive sur- 
vey covering the subject of loans to small business was made in 1949 
by the Board of Governors of the Federal Reserve System. It dis 
closed that 9 out of 10 loans held by banks at that time were made to 
concerns with assets of $250,000 or less, and v out of 4 loans were to 
concerns with assets of less than 850,000. Three out of four of the 
loans to small-business concerns were for amounts less than $5,000, 
and only 1 out of 20 of the loans was in excess of $25,000. This would 
indicate that banks generally were meeting the credit requirements of 
small business. Banks sought these loans as an important source of 
income. 

Such information as is available indicates that the volume of loans 
and the type of loans made by banks support the conclusion that the 
picture, as shown in the 1949 survey of the Federal Reserve Board, 
has not changed. Furthermore, the number of applications received 
by the Small Business Administration during the 6-month PEF iod end 
ing January 31, 1955, is so small in number that it raises serious doubt 
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ethe vy substantial demand exists for credit outside of the 


Phe educational objective of the Small Business Credit Commissio1 

is been accomplished by giving small business concerns advice and 
counsel in connection with their operations, and providing them with 
ancial and other information, as well as special instruction on Man 
iwerial subjects which would help them to improve their management 
nd to chart their future business course intelligently. The impor 
tance of this program is emphasized by the fact that, according to re 
cent studies by Dun & Bradstreet, Inc., in 88 percent of business fail 
ives, the cause of failure was poor management and not lack of credit. 
Several years ago the Small Business Credit Commission, with the 
cooperation al ad active participation of universities and colleges, de 
veloped clinics and educational courses open to small businessmen to 
tter understanding of such fundamental subjects as a 
ounting, mere incising, Ihsurance, taxation, and so forth. This pro 
gram was furthered with the help of the Department of Commerce. 
Later the program was adopted by the Small Business Administra 
tion, which agency has done an excellent job in continuing the pro 
} ql 


pmrovice L toe 


I ion OT these « ourses W ith the ( ooperation and cosponsorship of the 
ABA Small Business Credit Commission. We feel, however. that 
Ss program could be carried out just “as effectively by the Depart 
ment of Commerce and at much less expense to the taxpayer. The 
Departime t of Commerce is already statfed in Washineton and hh the 
ld with pel onne| qualified to carry out a program of this character. 
I fact. the Department has long sponsored programs designed to 
meet the need for better management and higher standards of com 
petency on the field of small business. If this function should be 
ferred from the Small Business Administration to the Depart 
ment of Commerce, the costs of furnishing the loan services of this 
Adn stration could be more effectively measured. It is apparent 
from the report f the Small Business Administration that the costs 
of furnishing their lending services is far out of proportion to the 
nefits rece ved by small business. 
Phe ABA Small Business Credit Commission, shortly after its in 


eptiol nh 144, spo sored the establishment of approximately DD 


‘l credit groups throughout the country to handle so-called mar 
oinat foal sto small business. These groups were organized ona State 
or regional basis. The existence of the groups had the effect of stimu 
lating the interest of banks generally in financial problems of small 
business and w Lvs Nn which to meet them. It soon became apparent 
that the primary financial requirement of small business often was not 
a need for lou s, but rather al need for equity capital. This led to a 

movement. The need for capital led bankers in the State of 


Maine to organize the Development Credit Corp. of Maine with the 
financial cooperation of the principal industries in the State. Since 
is corporation has been supplying long-term equity capital to 
worthy business concerns. I am happy to say that IT am president of 
he Dy velopme) t Credit Corp. of Maine, and we are proud of the ex 
perience of our corporation since its organization. I might also say 
that we are very proud of the fact that the then Governor Payne, now 

tor Payne, was one of the original organizers of this corporation, 
Phis movement has spread throughout New England. It is signifi 
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ant. I think, that in 4 of the 6 New England States in which credit 
corporations have been active, no direct loans no} participation loans 
were made by the Small Business Administration in the pel od cov\ 
ered by its third semiannual report. lam elad to say that in the othe 
two New Eneland States in whi hy credit corporations have been or 
oanized, (Connecticut and Rhode Island, the corporat ons are now 
coming into activity. 

Che small business credit commission of the American Bankers 
(Association is actively encouraging | 


; egislation permitting the organi 
Zution ot additional develo] ment cred { corporations other States. 
Leevislation has recently been enacted in Kansas. New York, and Wis 
CONSID to permit the establishment of such corpo) itions: and similay 


lee lation is under consideration in four additional States, 1 unely, 
Florida, Michigan, Oregon, and Virginia. We are encouraged that 
till other States also are interested in thes pros 

\ moderate amount of initial capital is supp edi to These develop 
ent credit corporations Dy private DUSTNeSS ft ! na duals, but 
the bulk of the funds used by them in making lo provided by 
he banks. It is important to note that these corporation are 
ily subject to taxation, including their income, and enjoy no tax 
exemption such as that enjoved by the Small Business Administration 


asa Government agency. 

The historic position of the American Bankers Association wit 
respect to (rovernment lending Lo private Dusines Siniiiar to the 
principles <0 Well expressed in the task force report of the Com 


MISSION On Oreanization of the Kxecutive Branch of the Government. 


known as the Hloover Commission. I should like to quote from that 
It port: 

Iver since the depression f the early 1950's, w | ‘ le tually a fetish 
f financial security for the individual, and by each suece e governmenta 
effort to enhance it, we have loaded more and more of the inherent financial 
risks of our economic life on the Federal Treasury I perhaps a natural 
and proper development to a considerable extent during World War II when 

reat industrial expansion was undertaken as thie nite effort of all of 
ir ‘ pie llowevel it ha continued since the war Ou risks have ontinued 
to grow, as they must with the growth in the volume f enterprise, but by 

efforts to escape them as individuals or small groups, we have assembled 

re and more of them in the national publie debt where e hope they will 

mehow cease to plague us, or cancel one another out, or it v event, await 
he coming of future generations for their settlement 

Where the Government lends to fill such a credit t} it is assisting 
unsuccessful competitors The isks are the norma risks f conventional 
lending But in addition the Government as es responsibility for launchin 
the projects which the borrowers could not launch through their own con 
tacts in the private economy, and it does so witho iit the defects which 
stood in the way 

When loans are made to business enterprises unde hese cumstances 
the borrowers and their business associates ire aSsSISted n their competition 
with others who do not have the backing of the Govert nt This raises 
each case the question of whether the general public gains more benefit from 
helping the otherwise unfortunate loan applicant than it loses hindering h 
otherwise more fortunate mpetitor. It is not possible for the (covernment to 

sist one competitor without placing handicaps in the h of anothe 


Before concluding my statement, I would lke to comment on the 
four bills under consideration by this committee which would extend 
the life of the Small Business Administration. S. 150 and S, 1500 
would continue the SBA permanently and S. 382 and S. 1802 would 
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only on a temporary basis. We are opposed to the exXte] 

S10 Or tine life oT the Small Business Administration ona permanent 
Dasis, We believe it should not be extended even on a temporary 
h the jue e ment of Congress, a temporary extensio) 

ili be Proy ded, t shou ld hot be for more than 2 years, and preter 
LOL ot for more than 1 vear. This would permit more frequent 

w of the activities of the Administration by Congress. 

determined to continue the Administration on a tenipol wy 

Da . we ure that the present provisions of the act be continued 

out further amendment. We are definitely opposed to any rl 
ther expansion of the lending authority of the Administration 

There are several additional bills under consideration, which ale 
art of my formal report. In order to save the time of the committee. 
| | not refer to them specifically at this time, but I wish to thank 
the committee Tol Ls op portunity to appear and present the views 

f the American Bankers Association. 
nator Morsr. This material on page 7 of your statement will be 

COrpol ited in the record as part of vour statement to the committee. 

The material referred to follows:) 

Phere e several additional bills under consideration by this committee t 
which I would like to aaa some brief comments, as follows: 

S.16: 8.16 is a bill which would provide that loans may be made by the Small 
Business Administration to certain small business concerns which have suffered 
1 substantial economic injury as a result of a drought We believe that exist- 

g f ties are sufficient to take care of the financial credit requirements of 

ss concerns arising from such causes. 

herefore are not in favor of 8S. 16. 
S. 3581: 8. 381 is a bill intended to make funds available for small business by 


estab ! regional 


al investment companies. This bill would supply equity 


it 1¢ development credit corporations and directly to small business 
cerns We are firm in our belief that no Government agency should enter 
to partnership with any private enterprise. Private enterprise should look to 
he conventional sources for equity capital, such as retained earnings on funds 


ipplied by private investors, and institutions created for that purpose, such as 
industrial foundations, investment companies, life-insurance companies, trusts 
ind endownment funds. This legislation also would place the Government in 


» position of being able to dictate the policies of any business enterprise as a 


result of its stock ownership. 


S. 383: S. 383 is a bill which would authorize the Board of Governors of the 
Federal Reserve System to insure those making loans to small business against 
90 percent of the unpaid balance of any loan. 

\s I have previously stated, the Government guaranteeing or insuring of loans 


business made by private lenders to small business is unsound. 


Senator Morse. I want tothank you for your statement. You leave 
no room for doubt as to where you stand, and I always like clarity. 
ill ask the Senator from Maine if he wishes to ask some questions. 
Senator Payne. Well, Arthur and I have normally agreed pretty 
generally. But I am afraid in this particular instance that the posi- 
tion that is taken, not necessarily by you, but by the American Bankers 
\ssociation—in view of the study ‘that I have made of this particular 
tuation—probably would not find us in exact agreement. 
I think you know very well, Arthur, that I have always believed 
that government was best that st: ayed on the work of governing and 
ot of entering into fields in which private enterprise could best 
handle the situation. And TI still hold to that. But when I see situa- 
tions develop in which there are places where I definitely feel there is 
a void that is not being taken care of, apparently private institutions, 


} 


even though they desire, are unable to take care of them, with par- 
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( il RE: reference to small business, it IS mv Tee | il there s a 
e place and somebody has Yotto come into the pict 


ol help. 


Let me ask you this, because I am very positive that I asked this 
efore—I have forgotten whether it was one of t witnesses from 
ie American Bankers Association that was here last year or 1 ear 
fore, Are there not definite restrictions n effect, both at t] Fed 
and State levels, generally, that prohibit ib . Tro e hg 
to certain types of loans that were found to be ve ym I eect DY 
ill-business organizations 4 
Mr. Maxweti. Well, Senator Payne, of course, first of all, I t I 
general | want to go back to your statem 1 We have g e Ly 
een in agreement, but we can still be wood fi is, althoug e differ 
newhat. 
senatol PAYNE. That is right. 
Mr. Maxwe.i. Of course, 1 am speaking no sa 
iunker. And I think that, as a small country banker. mn typical of 
ese 10.000 to 12,000 banks in the country that e reTerre to lt 


iis formal report. 
We make loans that are perhaps somewhat of longer ter! than 


me people think banks make. In other words, the ye 1 cA 
ippen to work for will make a loan for 3 years for business purposes, 
for 5 years, or it has even gone 10 veal Sometimes they are 
ured: more often they have been unsecured Phere agn ; Mi 
(Chairman, we depend on the knowledge of the individual. You struck 
responsive chord Ih my hea rt wh leh you told about the indepe lent 
unker who made what might have been once termed characte) ns. 
We still make those loans. We still make loans for 5 years, $5,000 or 
ess, depending upon the needs of the customer, the borrower. And 
rankly, we don’t have any troub le with the bank examiners. We 
nk that the ¢ ‘omptroller’ s Office has been most understand om are 
ympathetic in those cases. 
lo repeat, many of those loans are on an unsecured basis. There is 
ome value, of course, in the credit statements. But there again, if 


s character and management that give us the necessary confidence to 
vo a little further in our maturity, something of that sort. 

Does that answer your question / 

We don't think there 1s too 1 nuch need for this. 

Senator Payne. In other words, you do not think there are restric- 
tions, either on Federal regulation—let’s put it on the Federal regula- 
tions, since we do not handle the other. 

Mr. Maxweti. When you have some of these borderline questions 
that want to go 10, 12, 15 years, that is where the Development Credit 
Corporation fits into the picture. They are taking care of the border- 
line cases that are perhaps somewhat on the marginal side. I have 
made loans that did not turn out well. Ihave refused loans that did 
turn out well, that somebody else took, much to my chagrin later 
on. I don’t think anybody is all powerful in his judgment of what 
loan is good and what loan is bad. We are all human. What one 
banker may think is a good loan, another banker very honestly may 
not think so. We don’t know until the final washout who is right 
and who is wrong. 

But I am sure that most of the banks today are looking sympa- 
thetically on the needs of the small fellow. 
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lake my bank, Senator Payne. All we have is small loans. We 


( t hiave uivthing but small loans im there much smaller tha 


the SBA is now authorized to make. 
Senator PAayni Let me say to you that I know you as one who 





very svinpathet tO small Ly siness, and you have been that wih al 
the way de the line. 

Mr. Maxwenn. Well, [don't think we are any exception. We think 
hat most of the bankers in this country are human beings who want 
© serve e little fellow particularly. Now, I have served on this 
Sinall Business Credit Commission. This is my fourth year now 
\nd those fellows are representative of the small banks. Some of 

re medium ed. But these fellows want to make loans. They 
lont int to decline them. JT think IT am just typical of all the rest 

Senator Payne. Let me ask this. Aren’t there a lot of loans that 

e being handled at the present time through the Small Business Ad 


nistration that if they, on their own, went to a bank, with what they 
tre able to show. and without the assurance that the Small Business 


Adn stration was nterested, they probably would hot vet any loan. 
But because of the fact that small business is interested, the bank then 
willing, because of that, to enter into participation in granting the 


/ 


Ul 
Mr. Maxweni. Well, that is open to question. [ don’t know that 
I want to agree with you 100 percent. Can I talk off the record for 
i) minute, Mr. Chairman 4 

Senator Me RSE. \ es. OT the record, 

(Discussion off the record.) 

Senator Payne. That is all IT have at the moment, Senator Morse. 

Senator Morse. | only have 2 or 3 short questions, I would like 
vou to turn to page 2 of your statement. 

Mr. Maxweni. Remember, now, [am not an expert. 

Senator Morse. [T understand—but you are much more of an expert 
on this subject than Lam. Let us go to that part where you say: 
Three out of four of the loans to small-business concerns were for amounts 


ess than 55,000, and only 1 out « f 20 of the loans was in excess of $25,000. This 


would indicate that banks generally were meeting the credit requirements of 
1) hs 


usiness. Banks sought these loans as an important source of income. 


rad 
My question is what was the ratio of these loans to the requests for 
Oalis thriat were denied. 
Mr. Maxweui. That I cannot answer. I don’t know that the Board 
of Governors of the Reserve System made a survey of those that 


were turned down. This is a quotation from that record. Now, it 
could be, Senator Morse, that we might be able to obtain that infor 

atTIO vid fui sh it to you at ul later date. if you would like to have 
Chat 


Senator Morse. No. I think the staff can get some information on 
this. IT raised the question because I think it is important that we 
iave this aflirmative statement oi the loans vranted. But the com 
mittee still would be interested in what loans were requested that were 
not granted and whether or not a good many of those that were not 
granted possibly would have been granted with some Government 
assistance. That is, to point out that you have made all these loans 
I think is good. But it does not necessarily follow that that is the 
whole story. The other part of the story is What did you turn down, 
ind werent many of them turned down just the kind of thing that 
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{ ») 
SIA ought to have interested itself in in order t eip sma DuUSINess 
That s the question before the committee | resolvit vo { 
But L just make this suggvestion—that as helnt = these statistics 
re, they only give us part of the story. 
Mir. Maxwenn. Of course, the matter of ' ( uf 
estioh,. Ol fhe granting o1 dee] Ing of \ ite 
i 
“ itor Morse. TL understar al. 
Mii \IAXWELL. And there uoealh, t it ain i ‘ { el Ce} pital 
credit is a very Taint one. Where does the tte ing 
enve otf and the furnishing of capital beg 1 / | er sT! | \ ren 
there While I) | don't think ‘ul Vbody il dersta is ere = 
me tor Mors | making this commen - et Cn 
mestion more than ar vihing else. Besides t of lonns that 
vere made. we need to interest ourselves in the terms Oot t se |e 
! the hnterest charged, as agalhst a POss ble need for more lenient 
terms and lower interest if specific small busine ‘ need OF loans 
ioht make a evo of It. That is the kn ol pore blen that thes 
mall busimess people put to us, vou see, hen they say, “Sure. if 
| huve vot all the SeCUTITY I need, I can got >the Du cand vet ad loan. 
But I want to show you here that | have vot 2 small usiness that can 


succeed, if I ean vet some help. And I want to show you why 1 think 
t can succeed.” [le comes to the Government to vet some help, because 
ie says the banker won't take a chance on him. 

We have to test the suecess of the SBA by the results of the risks 


it runs. On the basis of such data as we have had supplied to the 
committee so far, as we have sat on the hearing. that seems to be 
, 
"nw 


very vood. They have apparently taken some risks, but they are 
paving off. [just make that comment in passing, bscause even when 
we take the varv favorable statistics that you cite to us. and Iam glad 


to have them, we still need to look into the question as to what loans 
were hot oranted, anc second, what were the terms and conditions 
ind interest charged those that were oranted. 

Mr. Maxwein. There is one part of the formal testimony there 
that we questioned whether the cost is commensurate. In that pel iod 


to wl lé h) | referred, SBA mace 60 loans and thre STS ¢ f adminis 
tration were $1,768,000. Now, of course, part of that, we understand, 
was for educational projects and all that sort of thing. But it is 


pretty hard to find out what it costs them to make a loan. 

Senator Morse. May | say, with the permission of Senator Payne, 
that the staff felt that this is a very important question, and if the 
SBA officials who will testify next Monday afternoon do not submit 
data to us that specifically answers this matter, then I now instruct the 
stat? to ask for the preparation of a memorandum that will give us the 
best data we can collect on the question of how much of the administra 
tive cost of SBA can be definitely assigned to the loaning part of the 
business. 

Mr. Maxwetyt. Yes: that is a fair question. We would both be in 
terested in that. Of course we want to see that it is not loaded favor 
ablv in favor of one or the other. 

Senator Payne. I would suggest, Mr. Chairman, if I might, i 
requesting it, if they do not have it available, we ask them for a very 
specific breakdown of their costs ot operation In the categories that 
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l| definitely tie in and show us exactly that portion which ts utilize: 
for the purpose of conducting their loan facilities. 

Senator Morss. | accept that statement of specifications for thy 
memorandum I will ask to have prepared in case the SBA officials do 
not mive it to us 1n their testimony. | say to the staff this relates, 
of course, to that statement of Mr. Maxwell on the top of page 4 of 
his ImMony v. the first full sentence on t! lal page. 

Now. Mr. Maxwell. on page 3, you say: 


The importance of this program is emphasized by the fact that, according 
studies by Dun & Bradstreet, Inc., in 88 percent of business failures 

e cause of failure was poor management and not lack of credit. 

‘That 88 percent covers large as well as small business ? 


Mr. M AXWELL. That is what I unde rstand, 

Senator Morsr. As these business failures apply to small business, 
vould you t < that maybe such psychological] factors as are create 

al nab lity to get credit sometimes reflect themselves on the ef 
at ency ot management / 
Mr. Maxwenyi. I think that would be a little far fetched. I don’t 
! l could go along cipal Now, we all have WOrr eee 
llow who has a payroll to meet and nothing in his chee ‘king 


rt 


t to mee t with. Worry is a factor with all of us. But a 
may get into situations too big for him. and he worries about it. 
Now, which came first, the hen or tl egg ¢ don’t know as I make 


mvself clear there. 

Senator Morse. I understand you perfectly. I want to tarry on the 
idea a minute. You may be right. This may be far-fetched. But v 
have talked to a lot of these small-business men and they strike me as 

very worried lot, with a lot of economic frustrations, a - of ps) 

ological frustrations sometimes. I am not a student of this, but I 

uuld think that a man hav ing a hard time ve ‘tting credit 2a hard tu 


getting a loan, that might very well increase his inefficiency and 1 
crease his managerial prob lems in that he might be const: antly trying 
omething to see if he cannot improve the management of his shop. 


(nd that the very worry of not being able to get credit reflects itself on 
his managerial ability. But you do not think there is much to that. 

Mr. Maxwei. The granting of credit is based on many factors. 
It is pretty difficult to say that a man cannot get credit for just this one 
factor or the other factor. It is the picture as a whole. Now, I have 

en men, as a practical banker, in tight circumstances. It has also 
been my experience that in the vast majority of cases, a man who has 
proven himself a man of integrity, a man of know-how, who or- 
qainiul ily keeps his affairs in pretty vood shape, when he comes right 
up to the line, he pretty generally gets his accommodation. 

But when a man will postpone the evil day, knowing full well that 
is payroll is coming up Friday, we will say, and he does not come in 
until Thursday at 4 o'clock, he is not a prudent man. That is my 
judgement. And you might also say something about the fellow who 
knows perfectly well that he has some income taxes to pay but does not 
set them otiike and wei’'s uri?:] the inte ial revenue coll ‘tor ‘-nocks 
on his door to prepare to pay those taxes. The question is, is he a pru- 
dent man? And that all enteres into it. 

Senator Morse. Lagree. Yet I think it is one of the factors that we 
have to consider when you are trying to figure out why his management 
IS not better. 


Waits 
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\ir. Maxwewn. There is always the intangibles, sir, always. 
senator Morse. Now, on the bottom OT page t VOU Say 


= significant, I think, that in 4 of the 6 New England States in which credit 
orations have been active, no direct loans or participation loans were I ade 
the Small Business Administration in the period ve l by its ls i 
al report. 
1 de we have the fig OuUres avi allable as to whethet or The LnL\ were apphed 


and not granted / 
Mr. MAXWELL. That you would have to get from the Small Business 
Ldn nistration. 


Senator Payne. Might I ask, Mr. Chairman, what period does that 
cover, dO Vou recall ¢ 
Mir. Maxwexu. As I recall, it is the 6 months ending January 1, 1955. 


Senator Payne. That is the third semiannual report ¢ 

Vir. MaxweELu. Yes. 

Senator Payne. It 1s in error so far as Maine is concerned. I can 

sure you of that. Because I know of a case up in the Bangor area 
that is in my mind at this moment. 

Mir. Maxwewtx. Excuse me. Is this disaster ? 

Senator Payne. No—small business. I think you will find a partic 

at cr loan with the Bar Harbor Trust Co 

Mr. Maxwetu. Yes. I think that was made before this period, be- 
ause, I have a list of them here, and Maine is not included. 

senator PAYNE. That might be possible. It might be before this 
period, 

Senator Morse. Mr. Maxwell, do you think that the existence of 
youl Development Credit Corp. in the New England area might bear 
ny relationship to the very few requests of the SBA for loans in that 
area 

Mr. Maxwe... I definitely think so. I think it is filling that gap 
through the private enterprise system. The banks are allocatin yr a 
aa small sum of money to this risk capital venture, you 

night say, and that is going to the local organization that is located 
‘iat in the State and run by local people that they know. You are 
vetting to some degree the same relationship between the individual 
citizen of the State of Maine and the officers who run the credit corpo 
ration—officers and directors—as you get to a certain extent between 
t he pont bo and your local independent banker who knew John 
Joni s and knew his father and all that sort of thing. 

enator Morsz. I am only seeking information. I want to be en- 
tire ely fair about this. Do you think the existence of SBA has served 
as an inducement to the bankers in various areas to form the kind of 
ae corporation that you have formed in order to perform this 

rvice which might not ‘otherwise have been performed if SBA did 
not exist / 

Mr. MAxweELu. Ours was formed in 1949, Senator Morse. and two 
others in 1951. That was before SBA came into existence. That 
was not a factor in influencing the formation. 

Senator Morsr. Do you think that SBA coming into existence has 
in any way had an effect either on the formation of credit corpora- 
tions in other parts of the country or in influencing policy of credit 
corporations that were in existence prior to the formation of SBA 
respect to a change in those policies after SBA came into existence / 

Mr. MAxweEuu. Well, it has not influenced Maine any. 
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Senator Payne. You see, Mr. Chairman, when Maine entered int 
s nobody in the held to provide risk capital, which wa 
fter all, t basis upon which business really got started in th 
ry There was this group Who got together and came to 1h 
oflice and discussed this proposal with me, and I jomed them to es 
{ credit: corporation which would provide that which we 
ermed thi ris capital money, for the poor fellow that had n 
sets, had not rin the way of securities of any nature to lay dow: 
l] Vv, 5 { ould walk Ih, if he had a F00d iclen anda a Lood 
( t that id in the making, and there was wisdom in it, 
0 > Te that there was a possibility, that that fellow ther 
\ olVve i vo ead SIG) under arrangements that were worked 
sul ractol lv. so that he had Initial ‘apital to be able t 
project. Me could not have vrone mto any bank In the 
htry and ive gotten the same consideration. 
l am going to say this. If these so-called State development col 
( ( s. ut tea Civ L\ Maine has worked it were 1n existence aha 
perat on the basis that the Maine group has operated, I do 
eve there would ever have been any need for the SBA. But 
e sud part of it is still that there are not existing over this country 
elt inber of those organizat ons to be able to take care ot 
of the needs o1 mall business and the so-called risk capital 
Cen re vent today, 
Ving Maxwenti. We may have some more later. 
= itor Mors Yor test ied that some are on the w Vv. 
fr. MAXWELL. Senator Morse, with all due respect, we want to pay 


0 ree groups that encouraged us. There Was the Gaovernor s 
oflice, No. lL, ana certain oflicers and individuals ot the Federal Re 
erve Bank of Boston, farsighted, broad-gaged men who encouraged 


Is. 2 ' We Oo 1 vTeal deal of encouragement from the American 

Bankers Association, There was one very serious question that came 
Ip, and if the American Bankers Association had not been in a pos] 
0 to re e us. we never could have gotten that thing vyoing. 


Senator Morse. If Senator Payne will bear with me, I want to ask 
me or two other questions, aimed at giving you an opportunity for 


rebuttal. IT have conducted a good many hearings in my lifetime, and 


i 
when Tam condueti oa hearing, I consider it my duty to be abso 
ely impartial and see to it that each witness has a full opportunity 
present his point of view on any subject matter that I may have 
veloped with some other witness, when I know that a given wit 
‘ night verv Ww ill] hold a point of view col trary to the preceding 


ttt eas pro-SBA, and we certainly label your testimony as not in 
Pave Of its continuation, and therefore anti. Therefore. | think you 


Wi had My 3 irger on the stand, and | think you can label his 


0 Wd 1) the opportunity to comment on some of the questions | 
ed Mr. Burger—particularly my question in regard to the growth 
of ba ergers and their effects on independent banks and those 


effects, if any, in turn, upon the small-business men in the communities 
seek small-business loans. 

[ asked Mr. Burger if he was concerned about the type of bank 
merger that has taken place he Pacific Northwest, fron hich are: 
nerger that aken place in the acihe Northwest, Trom which area 
[ receive a good many complaints from small-business men. And you 
heard him testify that he was. 
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1 do not know ot a better witness on th > than yourself, is il ie 
pendent banker in Maine, as to what, if any, trends you not 
New England with respect to this proble Mh. 

Vir. MAxXweLu. Can | speak as an ndividual and not for the Ame 
in Bankers Association at this time / 

Senator Morse. Yes: speak as an individual, at lependent banke 

Vir. Maxwewu. I am not so much concerned about rgvers. Ithin 

may be cwood, some might be bad. Sole mergers can mereas 


ppetlition. some mergers can serve the publ ¢ to better advantage 


i ° . 1 ’ , 
Now, can | vive vou yust a littie llustration of that sort of thing. 


1 work for a very small bank. It is a commercial bank, a national 
ink. Its assets run between S87 million and S88 million. \ few miles 
WAV, IN the same county, there was a small country ban! vhich was 
wned very largely by one group of individuals. That was offers 
tO Us. The people W ho owned it were vetting alo. v years ana they 
inted to get out of the banking business. So we bought it It was 
not a merger it was a net purchase ana sale, L Shin operat Oh, Very 


all operation. 

We kept the local man on the job. That was a vear and a month 
vO. And in) ad year and a month, oul loans have gone up 2s percent 
| T 


because the bank, hh all due honesty ana modesty, that was the pul 


asing bank furnished better service with a broader-gaged manage 





ment than the old one did. 

This small, independent bank was run by largely ohne mah, Who was 
ifraid to take a business risk and wouldn't risk anyth hy Hle had 
to have his loans covered by collateral twice ove) f he could. Wi 
were willing to take a risk. Qur loans have cone up 


ZS perce! { Ih 


13 months time. And we have not had a loss vet. I do not know 
when we will, but we have not vet. Now, t lat fellow was missing 
ome of those good loans. 

Now, as a merger or consolidation, it seems to me it has served the 
public well. You ask the people of that commun ty, and they will 
tell you so. That is what they tell me. 

Senator Morse. You really would not call that a bank merger. 
Wi “ul you really have done is kind of harnessed together two inde 
pendent banks under common ownership. That is nothing like the 
big type of bank merger that I was talking about as when vou talk 
about the Bank of America. , 

Mr. Maxweuu. Well, that is out of my class. I just cannot talk 
about the Bank of America. 

Senator Morse. You do know whether or hot, do you not, as a 
banker, those big mergers have an etfect on a small, independent bank 
as far as the kind of community service or the character loan service 
that I was talking about in my remarks earlier which the small 
businessman seems To be SO interested In é 


Mr. Maxweuui. Well, I do not know too much about the Bank of 
America, but have they not done a pretty good job servicing the 
small man / 

Senator Morse. That I do not know. ] am trying to find out i 
this hearing. All | have clone is raise some of the complaints. 

Mr. M AXWELL. | have read somewhere that they served the people 
pretty well, and I think some of the biggest banks in the country in 


many wavs are doing the best job to take care of the little fellow. 
: , ) 
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Senator Morse. Well, I hope t they are. I just hap ypened t clit 
he Bank of America as an examp ‘le. I think in fairness to Tce 
vhen the hearings are all over and we finally decide what legislation, 


nv. We are going to pass, I will bundle 1 up some of these com 


plaints ind let them look at them. 
Mir. Maxwenn. I do not think that size in itself is wicked. 
Senator Morse. I have already expressed myself along that ling 


Mor. Maxwell, we are very glad to hs ive you with us, 
Do you ive anything more, Senator P ayne ¢ 
Senator Payne. No. 


Mr. Maxweni. Thank you very much for your courtesies, and 


thank you for permitting us to be he ard. 

Senator Morse. Senator Johnson. we are ver hap py to have vou 
nd very glad to have you make any statement for the record that 
Vi ile 0 


STATEMENT OF LYNDON B. JOHNSON, A UNITED STATES SENATOR 
FROM THE STATE OF TEXAS 


Senator Jounson. Mr. Chairman and Senator Payne, you are estab- 

¢ a very dangerous precedent in permitting a Senator to make 

his statement within 1 minute after he comes into the room. 1 hope 

you two Senators will disreg urd this precedent when you request recog 

nition on the floor on the allocation of time, because I realize now | 
will not be in a position to be as considerate and courteous as you. 

Senator Morse. As the majority leader knows, I am in the habit 
of ignoring precedents. 

Senator Jomunson. The majority leader has to operate on prece- 
dents because that 1s ‘the way the Senate operates. 

In view of the fact that the distinguished chairman of this sub- 
committee is the only Senator that og? an amendment into the trade 
bill, and some 20 of them attempted it, perhaps I would have been 
better off to have recognized his effectiveness and let him sponsor 
this bill and handle it for me, rather than come here and make an 
explanation of it. 

Senator Morse. That is not entirely correct, Mr. Chairman. I did 
not put it in, but you put in in for me. 

Senator Jonnson. Mr. Chairman, I have two distinguished Texans 
here who are interested in S. 16, which grew out of the members 
of the Texas delegation realizing the plight of a number of leading 
citizens of our State who live in the drought-stricken area. Senator 
Daniel is presiding at another committee at the moment and asked 
that I express his thanks to you for your willingness to hear him. 
He regrets the impossibility to be here under the circumstances and 
joins in the statement I shall make for both of us. 

Mr. Chairman, this bill proposes to amend the Small Business Act 
of 1953 to provide for the making of loans to small-business concerns 
which have suffered substantial economic injury as a result of drought. 

Large areas of the country—including much of my own State of 
Texas—are staggering under the cumulative effects of several vears 
of severe drought. The effect of this situation upon business and 
commerce in the drought areas has been largely overlooked. 

When farmers make no crops and have little money to spend when 
they are forced to abandon their farms and move into cities in search 
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sployment the small-town merchants who havi 

mediately and seriously affected. If the situat 
economic ruin, 

[hese merchants extend credit to their customers, of course. Many 

I em have extended credit bevond the limits ot what t} 

sider economic prudence. There comes a time when no 


served them are 
on continues, they 


ieir DANnKers 


more ¢ redit 


be given, regardless of the personal feelings of the merchant 
id his customers. 
It is not hard to trace what happens. When the sn retailer loses 


s customers, inventories pile up on his shelves. This logjam 


ekly backs up to the wholesaler. From the whol uer, it reaches 
ck automatically to the producer. All segments of the economy 
e hit. 

Ss, 16 8 aimed at this specific situation. The authority oral ted, 


| believe, 1s more in the nature of clarification than new and addi- 
onal power. The Small Business Administration, however, believes 
lacking In the power to make the kind of loans contemplated 





s bill, and accordingly this legislation is necessary. 
Chis bill specifically authorizes the Small Business Administration 


make loans under certain conditions to small businesses in the 
ought areas. Only after the President has declared an area a major 
isaster area because of drought under the act of S« ptember 50, 1950, 
the Secretary of Agriculture has found that a drought constitutes 
production or economic disaster in an area pursuant to his powers 
inder the act of April 6, 1949, will the Small Business Administration 


be empowered to make these loans. In addition, the Small Business 
\dministration will have to find that the particula - small-business 
applicant has suffered substantial economic injury as a result of 
drought. 

No specific provision is made for interest rates, ‘These will be 


established in the same manner as all other interest rates under the 
Small Business Administration law. 

The help this bill would bring to thousands of small business con- 
cerns is badly needed. In many areas the need is immediate and 
irgent. A 

Mr. Chairman, I urge favorable consideration by your committee 
of S. 16. 3 an. 

I do not know what witnesses you have to be heard, but there are 
some very able representatives of our State who are present. Mr. 
Jacobsen, of Senator Daniel's office, will have the list and will intro- 
duce them, but I can say that they are Edgar Taylor, of Snyder, 
Tex., the county judge of Se urry County, and Mr. Milton Ramsey, 
the county judge of Andrews County, Tex. Both of them are county 
judges and public officials who have the confidence of the people in 
their area. Most of the Texas de -legation does not feel that this leg) S- 
lation was absolutely required. They felt that these loans could be 
imade. However, after conference with the Small Business Adminis- 
tration, whether they could or could not, it has developed that they 
would not. Therefore, it was agreed that the act needed clarification. 

After consultation with the people from the area concerned, the 
Small Business Administration and members of the delegation, this 
bill was prepared. 


62459—55——_5 
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Let me say | appreciate your hearing me today. ] know how 
crowded vour schedule is. 1 have just come from a meeting wit 
evera | Governors and L had another meeting assembling 


cut I know there are no two men In the Senat 
more concerned with the problems of the small-business man thai 


those here. I know that I had something to do with the present 
“rman being a member of this committee. I am fearful that i 
list Te veurs we have proceeded on me assumption that aid te 


ie small-business man was something of a giveaway, and somethin 


t t 


chick We require im mediate action. I hope that this committe: 
will not only explore the problems presented by this legislation, but 
every prob lem atfee tiny small business, because they are the economi 
ackbone of this country. I belleve if you do explore those problems 
that you will consider them in a sympathetic approach to all the needs, 
so that we will find the solution that will materially improve the 
conditions, not only in Texas, but wherever small business exists. | 
want this solved. 

pou read im the ne Vspapers of sensational things about ‘Texas, and 
rou would hot think that there Was anything small 11) ‘Texas. Wi 
have the smallest county in the United States; and we have the small 
est amount of cash in the farmers’ pockets of any State in the Union 
We have more farmers and they have been hit harder. This bill goes 


othat.and t direct!y pererey 


The farmers nave been unable to maintain the income that they 
ave had ovel » past years because of sever: al things. ‘Their prices 
for then an ts have dropped and we had a continuous drought in 
many sections, running for 6 or 7 vears. In ni home COUNTY the land 
that once had thriving grass on it which would support our cattle, 
for the last 5 vears has been in such a condition that we have had to 


eed the cattle evervthing they have eaten. It is just like a dusty 
treet tT ere. 


Our normal rainfall is 29 to 30 inches. Last vear we got less than 


; and the vear before we got 9. That was so spotty that it did not 
do any rood 


Those farmers have to sell their cattle and leave the farm and move 
nto town. Those t have not done so are being carried by the loeal 
businessmen. The businessmen have all of these accounts. They have 
reached the point where the bankers no longer have loans available to 


them. This bill is primarily for the small-business man who extends 
credit and does business with the farmer. 
[ suspect after you have studied this bill you will find the solution. 


dif you do I am confident you will be a much better advocate of 
the legislation than Lam. 


enator Morse. Senator Johnson, we are very happy to have you 


vith us for this very helpful statement to the committee, I think as 
( know [| have alre: ady indice: ated ni\ support of S 16. If vou sat 
ere this morning and heard Mr. Noonan from Massachusetts 
Mir. Parsons from Ohio, testify as to 


all business 


and 
arlous p yhases of the needs of 

you would know how ri sah we are in trving to work 
out some legislative program that will be of assistance to them. 

I want to say in their presence that your views that the —— of 
some program that will bring some assistance by way not of a give 
aAWaly, but self-liquidating loans to small | business. have been a very 
Important factor that led to this committee sitting here. You may 


; 
3 
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be sure your two Texas judges will be heard before this committee 


recesses today. 


Senator Jounson. Thank you, Mr. Chairman. I want to make 
ndantly clear Senator Daniel has done more on this legislation 
I have, and he would be here except that he is presiding at 
other committee. Ll happened to be free for the moment. Thank 
vou so much. 
Vf : ; 1] 
Senator Morse. | want to extend my regrets, as LT has personally, 
to Jude Tavloi and Judge Ramsey ror thre latene Ss oT the hour al 


ich 1 all them. but Lam now FOIL to call them as witnesses if they 
will come forward and testify on Senator Johnson's bill. his is 
se introduced by Senators Johnson and Daniel of ‘Texas. 

We now have Judge Edgar Taylor, county judge of Scurry County, 
te) vader. Teax.. ana Judge Milton Ramsey, Coul \ judge of Andrews 
County, Andrews, Tex. 


Judge Taylor, suppose we start with you first 


STATEMENTS OF JUDGE EDGAR TAYLOR, COUNTY JUDGE, SNYDER, 
SCURRY COUNTY, TEX., AND JUDGE MILTON RAMSEY, COUNTY 
JUDGE, ANDREWS, ANDREWS COUNTY, TEX. 


Judge Tayntor. Senator and committee. we are vitally interested 


1) the mall-business meh. Most of the talks t! n rhning have been 
ore or less over oul head. Ot COUPSe, this sa cditferent bill. 
For about 5 vears now we have been confronted with a drought 


(dur order of procedure with most farming and cattlemen has beer 
along the line of the bank’s hnancing. It Is hot hard to Orrow the 
money at the bank if vou have the collateral. .A farmer can go to the 


bank, p it up his tractor and olive them a morte@age on this vear’s crop. 
Of course, the cattleman has his cattle. 


But then if he does not make a crop this vear he has all of his col 
ateral tied up with the bank. They may go along with him for 
another year. But next year then, they are going to say. “Well, now, 
vou do not lave any collateral to go along With ane elp take care of 
this situation. We can't go any further.” . 

Well. he has been a eood customer to the small hon ecrowy} merchant. 
the gas dealer. He has paid his bills. and the mve contidence 
him. There comes a shower of rain, and thev s iv. “We will carry 


vou on a little while until something else develops.’ 
Mavbe the rain will bring up the seecl and lose Vi hat WOrk he has 


done, and then he cannot piv. He has exhausted his source of credit. 
His shelves are empty, his gasoline tanks are dry, and he is not able 


to get any money. So they are both in about the same boat. 

We feel that there should be something done to help that man stay 
1) business. In small communities, the smal] merchant isa very vital 
part of the community. He is a man that people have confidence in. 
He carries on with all the major drives, like the Red Cross. polio, and 
all that. He is the man they look to. But now he is busted. If he 
Is cong to have to fo OUul and get a job to take care of his family, he 
does not have any credit. His resources have been depleted. And, 
of course, We know what it means when a man leaves his family cul 
home and goes off somewhere to take a job on a salary. You have lost 
a useful citizen, and he probably will never be able to go back into 


business. 
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That is the thing that we are vitally confronted with in our county. 
We are froing into the fifth year of drought, and it looks like we are 


voing to have to have some kind of help of some sort in order to keep 


these boys go he, 


Senator oe se. Senator Payne? 
Senator Payne. I have just one question. In other words, thes 
per ple are not el vible under the so-called disaster provisions ¢ 

~ Judge Taytor. Well, some of the farmers now can get disaster loans. 
but that does not relieve this merchant that has put out his merchan 


se. All of his mer handise does not go to the farmer or the rancher. 
You have the farm laborer that has been doing a daily job, and hi 


says, “Well, I know I can get a job next week if it rains,” and he buys 
his stuff, and he cannot pay for it. 

Senator Morse. This is really a proposal—if you permit me, Sena- 

r, for clarification 

Senator Payne. Yes. 

Senator Morse. This is really a proposal for a loan for the grocer, 
for the fuel yard, for the farm-machinery dealer, for the feedstore. 
This is really a proposal for loans through SBA to retail establish- 
ments ¢ 

Judge Tay That is correct. 

Senatol +See Retail establishments that have extended all the 
credit they feel they can extend the farmers, who really have no credit 
eft but who, you are satisfied, with the smile of nature returning to 
them, are going to again produce livestock and farm products that will 
make it possible for them to pay the merchant what 1s standing on the 
DOOKS 

Judge Taytor. Then another thing that we have to consider is the 
fact that if he makes a good crop this year the bank has a mortgage on 
ill of his crop. He cannot come in and pay this groceryman or this 
oas dealer, = has already got it pledged and it has probably been 
pledged a 3 vears. So that puts the man, the little merchant, way 
out on the waiting list, and he is just out of business sitting there with 
empty tian. 

Of course, 
results. 

None of us know when it is going to rain. 
be up here today. 


you cannot expect a pledge to continue without some 


If we did, we would not 


Senator Morse. Is it your opinion, Judge—because this question 
will be asked—that the situation in Texas and these disaster areas is 
such that we have every reasonable cause to expect that in the course 
of the next few years credit will be reestablished and these loans over 
a reasonable period of time will be paid back and it will not, in effect, 
amount to a simply out-and-out grant? Not that I am opposed to an 
out-and-out grant to meet disaster problems. But if we have to make 
that approach, I think we ought to do it directly rather than indi- 
rectly. 

Judge Taytor. Well, I think that you have really got to break the 
morale of the men down. Unless you do break him down, he is going 
to come back and pay his obligations. There is no man who is a real 
man who is not always happy to take care of any obligation that he 


has. It makes him feel better, and. of course, it helps his credit, and 


So on. 
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\ es: We fee] like this drought cannot continue ver it lol ( 
senator VIORSE. Judge Ran sev. We W | be very oO i te Ve ( 


id vour comments oe een of S. 16. 
| Wage RAMSEY. Mr. Irmnan, we i west Lexas, espe ally east- 
New Mexico, western “Ok! ahon 1. eastern ( olor ido, 


ll in the same boat. You have probably heard bout it And. 
you Kl ow, the Secretary of Agr eulti re made his tour down thro o}) 
ere week before last. and he got taueht He found out exactly 
Judge Taylor has bee) trving to tell you pout t drought. 
We had - of the worst dust storms that t ive had 1h mat 
rs wlule he w: as down there. 
So I am just giving you that to give you just ttle backoround 
at the situation is. 
| roa little farther, | am how past secretary West Texas 
Int Judges and Commissioners Association, et in con 
ventiol n Amarillo o1 the B4t %5th. a AKT ot ‘4 1 ¢ ! or f 
e that this dust storm was in proveress, a ~ Ranso \ 
Colorado. He vot to Texa on the 27th, J e lt Was 
I drove from my home Yong to Amarill to attend Ss CONnVeNTIO! 
| had to stop at Lubbock. It is 109 miles fr where I lve to 
i i CK, | stopped In Lubb ek becaust | cour t 7O al \ farther. 
| got up the next morning and started to Amarill I drove about 
Ae SRE One Greener ane lL ra ut O1 It fol the time being 
When I got to Amarillo, it was just as nice a day as il ere in Wash 
eton today—until about 2:30. That is when the bottom fell out 
fit. That is when we had it. 
TI reason I am telling you this is ist lead 1g » to the sit ition 
there. As Judge Tavlor told vou, « bu ess men 
ire in a bad situation—and we mean small busine We heard them 
king this morning in terms of $150,000, S200,000, $300,000. We 
re talking in terms of from $15,000 to $50,000. That is the type of 
business that we are here for, to try to interest tli mimi tte 1 this 
ll. What S. 16 is proposing to relieve is those peopl 


I know some of them, Judge T avlor knows of some of them, that 
have had to close down because they cannot carry on their business. 


Phe V cannot restock their she lves due to these Tne! on litions whi h 
ve cannot help, you cannot help, and nobody but the good Lord 


he Ip by SE nding us a little bit of rain. 

We ho} ve all the time that this drought condit v1 be broke é 
We think every month it is going to start. Well, we t ought 1h ews | 
that a was soing to be it. and we cid not vet it. We have not gotten 
any in May so far. I heard the weather report last night over the 
te levi sion, and they said we were going to have showers in west Texas. 
I do not know whether we are or not. We hope for them. 

The banks seem To thin k they have wone as far as thev enn vO. 
We need a longer-term loan for those people There is 95 percent 
of them that will pay that money back if you give them time to 
where they can make a little money. You cannot pay it back if 
you do not make it. It is just like our farmers 

In our county last year we had about o1 Wwe h of a crop, the 


i 


first one in 5 vears that we have had of any kind. The seeds that 
have been planted have never come up, and part of the time they 
have never even had enough moisture to plant them. 
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KNOW ou people up here where il rail soa vood deal think 


ef exnavoeratl no, but we are not. 


would just like to sav that we of those sections would appreciat: 


hine that this committee and this Congress can do in order t 


invtl 

elp us vet Db wk on our feet. We are not aking them to olive uS any 
thing. Weare asking them to loan it to us. 

| believe that just about covers our situation. 

Senator Morse. S. 16 is aimed al doing just exactly that. 

senator Pay ne? 

Senator Payne. Mr. Chairman, I had the pleasure of serving for 
le down in Texas, so I know the country pretty well. Hlow long 
. period, normally, does this drought situation last ? 


ai 


last 


pmorts 


- 
t 


1! 


idve Ramsey. Well, Senator, it has not been as bad up to this 
Mavhbe we would have one | year, and then we would come 
und h ive vacrop the next vear. 

tor Payne. There have been cycles at times and it comes 


dge Ramsey. Yes, sir. 

nator Payne. But it usually has been of very short duration ? 
dave Ramsry. Ye 

idge Taytor. The vear of 1917 and 1918 was the worst drought 
I have seen up until this one. On the others, maybe one for one 


ol probably one year and half a crop the next vear. But I have 

there all my life and this far exceeds anything that I have ever 
] 
PSSeCCUl 


Senator Morse. I have no further questions. I am very happy to 
have had vou men here today. 

Judge Tayrtor. We appreciate meeting you ventlemen. 

Senator Morse. I would like to insert in the record the agency re 


on the bill before the committee. I think those agency reports 


should he made il part of the record. 


Che reports referred to follow :) 


SMALL BUSINESS ADMINISTRATION, 
Washington 25, D.C... May 3, 1955 


Hon. WAYNE Morse, 
Chairman, Subcommitice on Banking and Currency of the Select Comurittee 
on Small Business, United States Senate, Washington, D.C. 
DEAR SENATOR Morse: We are submitting herewith our opinion as to the 
! of S. 16. a bill to amend the Small Business Act of 1953 to provide that 
ins i e made to certain small business concerns which have suffered a sub 
tantial economic injury as a result of a drought 
It is our understanding that the present authority of the Farmers Home Ad- 
trat 1) includes the power to grant loans to farmers in drought-stricken 
eas for the payment of current indebtedness. If assistance is required for 
S] business concerns located in such areas who have suffered economic re- 
| to drought, it is submitted that this essentially agricultural 
re shonld be resolved by amendment of the FHA authority to permit 
ers to pay past indebtedness, rather than by having two Federal agencies 
f 2 he same problem under the same circumstances, and in the same 
( inits Such an amendment would unquestionably redound to the benefit 
business copcerns since they would, in fact, be the beneficiaries of 
‘ ns 1 de to farmers 
It y be noted that the disaster loan authority now contained in the Small 
siness Act of 1958 relates to damage or destruction caused by physical flash- 
ype phenomena, such as storms, tornadoes, hurricanes, etc., where questions of 
roxil ‘ use” of the financial need can be virtually pinpointed to the “hour 
and minute.” Drought cannot be so pinpointed; it is a kind of economic erosion 
and it is submitted that the casual question, i. e., whether the economic reverses 
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e attributable to drought also involves essenti v agricultur onsiderations 
Ve therefore suggest, if the type of assistance contained his bi s required 


be handled as above suggested 





Che Bureau of the Budget has no objection to the submiss f this report 
Sincerely vours 
WENDELL RB. BA s. Ad ft to 
SMALL BUSINESS A STRATION 
Washingto »C.. Marel 


lion. JoHN W. FULBRIGH' 
Cha man, Committee on Banking and Currency. 


United States Nenate Washinoto D f 


DEAR SENATOR FULBRIGHT: Reference is made to Mr. Parsons’ letter of Jan 

iry 17, 1955, requesting our opinion as to the merits of S. 382 ! to amend the 
Small Business Act of 19538 and for other purposes 

S. 382 repeals section 204 (d) of the Small Business Act of 19538 and thereby 

Nishes the Loan Policy Board of the Smal! Business Ad stration rhe 

rd members and their designees have been most Cooperative and he pful in 

eveloping sound SBA loan policies under the present law We therefore recom 


end against the proposed amendment to this section 

It does not appear that section 2 of the bill, limiting the interest rates on the 
SBA share of participation loans, will have a material effect on our operations 
\s a practical matter, only in extremely few instances h the interest rate of 
marticipating loans exceeded the interest rate of direct loans Phi 

itted in order to encourage maximum bank participation in SBA loans when 
the higher rate of interest was customarily charged by the participating bank 


S Was Te! 


Insofar as the bill authorizes loans up to a maximum amount of $500,000 in 
stead of the present maximum of $150,000, we are not in receipt of any evidence 
at there is a need for an increase over the present maximum loan limitation 


It is our feeling, therefore, that before such an increase is enacted, informatio 
should be developed by Congress to determine whether such an increase is neces 
sary It is relevant here to point out that in cases of participation with lending 
nstitutes a loan in excess of the present $150,000 maximum may be made since 
this limitation applies only to the SBA share. Several such loans have been 
made 

rhe proposed bill changes the present expiration date of the Small Business 
Act from June 30, 1955 to June 30, 1957 As vou undoubtedly are aware, the 
President has recommended to Congress that the Small Business Act of 1953 be 
extended 

The Bureau of the Budget has no objection to the submission of this report 

\s requested by Mr. Parsons, this reply is submitted in quadruplicate. 

Sincerely yours, 
WENDELL B. BARNES, Administrato) 


SMALL BUSINESS ADMINIS ATION 
Washington >», Df {pril 25. 1955 
lion. J. W. Fcureriecnur, 
Chairman, Committee ou Banking and Cu 
lnited States Senate, Washington, 1D. ¢ 


CHOU, 


DEAR SENATOR FULBRIGHT Reference is made to Mr. Yi ne etter of 
March 21, 1955, requesting our opinion as to the merits of S. 1500 | to end 
the Small Business Act of 1953, and for other purposes 

We are in favor of the bill introduced by Senators Thvye and ¢ eh: 
ever, we wish to make the following comments 

Section 204 (b): Authority contained in this subsection at present authorizes 
ippropriations of not more than (1) $150 million for the purposes enumerated 
n section 207 (a) (business loans), (2) $25 million section BOT «hb disaste 
loans), and (3) $100 million section 207 (¢) and (d) (prime contracts) a total 
of not more than $275 million It is conceivable that series of ajor disasters 


vould soon exhaust the $25 million authorized for this program 

It is proposed in 8S. 1500 that a single fund for lending programs be utilized 
and so avoid the earmarking fo? business and disaster loans presently contained 
in the subject section. The “prime contract” moneys would be separate. This 
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would mean that whether by borrowing or appropriations, the sum authori 
d be available for either of the lending programs enumerated in the ab 


ections 
Section 205 (a): This subsection authorizes the Administrator to requ 

f employees. Under rulings of the Comptroller General such bonds h 

een treated as personal obligations of such employees and may not be paid 
ippropriated funds unless so permitted by statute. It is proposed 

S. 1500 that the section be amended to authorize the Administration to “qualif 
iries publi here necessary and to pay the cost of “qualifying” su 


I 
Because it was an agency created under the Defense Production Act of 197 


nended, the Sma Defense Plants Administration enjoyed the benefits 
ection 710 thereof relating to supergrade authority Shortly before the Sn 
LB Let of 19538 was enacted, it was noted that the latter act did not conta 
: r provisions. H. R. 6648 (S3d Cong., Ist sess.) was introduced and passe 

Hiouse immediately after passage of the act and was thereafter referred | 

Senate Banking and Currency Committee. However, the bill, which \ 

M ed during the closing days of the session, was not reached. and the 
agency met its problem by being assigned functions under the Defense Product 
\ct, by the Director of the Office of Defense Mobilization 

he imminent expiration (June 30, 1955) of the Defense Production <A¢ 
an s amended, and upon advice from the Civil Service Commission that 


Defense Production Act is not extended it would not be possible “nuimerica 
d tl necessity for new legislation by attempting to covel the Defense 
\ct supergrades under the numerical limitation of 550 established it 


e ClLassil ition Act,” amendments to this section containing si peregrade pro 


ever, With respect to the question of supergrades, it has been determined 
ilter Of policy, that a standardized approw h be taken Therefore, the 
vuage relating to supergrades proposed by section 205 (a) of the proposed 
d be amended to read as follows: 
Subject to the standards and procedures under section 505 of the Classification 


Act of 1949, as amended, not to exceed 15 positions in the Small Business Admin 





‘ e placed in grades 16, 17, and 18 of the general schedule estab 

ed tf I nd any such positions shall be additional to the number 
( said section.” 

ZOD This section proposes to fix the rate of compensation and 

l owance for consultants and also provides for exemption of said 
is 1 the conflict of interest statutes. This rate is in accord with the 

te paid by her agencies for consultants 

~ n 207 (1 The provisions of this section now empower the Administra 

oO make « ster loans. Some doubt has arisen as to whether the Admin- 


in the absence of expressed statutory authority, is permitted to par 


pate im such loi s with banks on an immediate or deferred basis, where 
he | k makes and services the loans. An opinion of the Comptroller General 
itter has been received, and although permitting such participation, 


he Comptroller General has recommended that here be an amendment to ex 
permit such participation. 
207 (f) (new): This amendment would enable the Administration to 


tend the maturity of or renew any loan for additional periods up to 10 years 
here such extension or renewal would assist the orderly liquidation of the loan. 
| similar to authority contained in section 4 of the Reconstruction Finance 
‘ poration Act, as amended. This is not an immediate problem except with 
espect to REC disaster loans. However, as SBA loans season, the proposed 


hority would be utilized in the liquidation process. 

Section 214: The joint determination program whereby an SBA representative, 
with a representative of a Government procurement activity, jointly determine 
whether a specific procurement may be limited to bids or proposals from small 
business concerns has been receiving some setbacks since the statutory justifi- 
cation of such a joint determination must be either in the interest of “mobilizing 
the Nation’s full productive capacity” or “in the interest of war or National 
Defense program.” Since it is difficult in peacetime to justify a joint determi- 
nation on the basis of mobilizing productive capacity or in the interest of war 
or National Defense, the simple insertion of “maintaining or” before the word 
“mobilizing” would avoid objection to the continued present use of the joint 
determination technique. ° 

Section 218: It is proposed to delete subsection (b) which provides for trans- 
fers from the Small Defense Plants Administration during the period of its 
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lation By Executive Order 10504, dated Dece) er | 19538, SDPA was 
dated and its remaining functions transferred to SBA This subsection is 
efore obsolete 
Section 221: This section in the present law provides for the termination of 
e Small Business Administration on June 30, 1955 S. 1500 would ke the 


\dministration permanent, 
In the President’s state of the Union message he stated: 
The prosperity of our small business enterprises is an indispenable element 
| Crea the Si Business 


the maintenance of our economic strenegt 
inistration and recently enacted tax laws facilitating small business expan- 


are but two of many important steps we have taket encourage our 
ller enterprises. I recommend that the Congress extend the Small Business 

Act of 1953 which is due to expire next June.” 
We understand a 2-year extension to be in accord with the President’s program. 
The Bureau of the Budget has no objection to the s ssion of this report, 


as requested, this report is submitted in quadruplic: 
Sincerely yours, 
WENDELL B. Ba mn a stra 


Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate. Washinaton,. D.C 


DEAR Mr. CHAIRMAN: Reference is made to Mr. Parsons’ letter of January 14 


I requesting our views on S. 16, a bill to amend the Small Business Act of 1953 
to provide that loans may be made to certain small business concerns which have 

! suffered a substantial economic injury as a result of a drough 
Small-business concerns suffer as a result of a drought when it affects farmers 
ind ranchers who are customers. As you know, the Federal Government has 


taken a number of steps to provide drought relief for farmers and ranchers 
We believe this type of relief, made available to the customers of small-business 
concerns in drought areas, has thus far obviated the need for a special loan 
proagram to small businesses indirectly affected. Moreover, the regular facil 
ities of the Small Business Administration are available to these businesses 

The Treaury Department would not, therefore, favor the enactment of S. 16 
uhder present circumstances, 

The Department has been advised by the Bureau of the Budget that there is 

objection to the submission of this report to your committee 

Very truly yours, 
W. RANDOLPH BURGESS, 
icting Necretary of the Treasui 


Hon. J. W. FULBRIGHT, 
Chairman, Committee on Banking and Curreney. 
United States Senate, Washington, D. ¢ 

My DEAR Mr. CHAIRMAN: Reference is made to your request for the views of 
the Treasury Department on S. 150, a bill to give the Small Business Adminis 
tration permanent status. 

The Small Business Act of 1953 and the Small Business Administration which 
it created terminate on June 30, 1955. 

As you know, the President recommended in his state of the Union message that 
the Small Business Act be extended. The Small Business Administration should 
not, however, be made permanent. Rather, termination dates should be fixed 
by statute, thus affording the Congress regular opportunities for appraising the 
need for continuation. 

The Department has been advised by the Bureau of the Budget that there 
would be no objection to the submission of this report to your committee, and 
that a 2-year extension of the Small Business Administration from June 30, 1955, 
to June 30, 1957, would be in accord with the program of the President 

Very truly yours, 
G. M. HUMPHREY 
Secretary of the Treasury 
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TREASURY DEPARTMENT, 
Vareh 22, 1955 
Hon. J. WILLIAM FULBRIGHT, 
Chairman. Committee on Banking and Currency. 
lnited States Senate, Washineton, D. C 

My Drak Mr. CHAIRMAN: Reference is made to your letters of January 17 
1955, addressed to the Secretary of the Treasury and to the Comptroller of the 
Currency, requesting views on S. 381, a bill to make capital more readily avai 
able for financing small business and thus to promote, foster, and develop the 
foreign commerce of the United States, and for other purposes 
uld rmit the establishment of capital banking corporations, the 
poration of which would be subject to the approval of the Board 


adomestic and 





rticles of inc I 
of Governors of the Federal Reserve System. Each of the corporations woul 
be required to have paid-in capital and surplus of not less than 35 million ed 


eral Reserve banks and member banks would be permitted to invest in the cor 
tions within prescribed limits. To provide additional capital, the corpora 
ons could issue debentures. The corporations would have power to make loans 
buy the obligations of small businesses and the power to purchase ans 
resell equity securities of small businesses 

The Treasury Department believes that the Small Business Act of 19538 author 
es a method of providing small business with credit not obtainable throug! 

| channels that is preferable to the method 8S. 381 would authorize 
The Department has been advised by the Bureau of the Budget that there is 

on to the submission of this report to your comiittee 


Very truly yours, 
W. RANDOLPH BurGEsSsS, 
(ecting Necretaru of the Treasury 
TREASURY DEPARTMENT, 
Vareh 23, 1955. 
H \ IAM FULBRIGH 
f ! Committee oi Banking and Currency, 
lpnited State Senate. Washington 25, D.C 
My ID Mr. CHAIRMAN: Reference is made to your request of January 17, 
for the views of the Treasury Department on S. 382, a bill to amend the 
Sri susiness Act of 1953, and for other purposes 
rhe b would (1) abolish the Loan Policy Board, (2) limit the interest 
e charged by the Small Business Administration on its share of participation 
ins to the rate it charges on comparable direct loans, (3) increase from 


S150,000 to $500,000 the amount which may be loaned to any one small business 
cer! I 1) extend the act for 2 years 

The Treasury Department is opposed to the first three amendments. There 

be a Loan Policy Board to assure consistency of the lending activities of 

he Small Business Administration with the other credit and fiscal policies of 


he Government The limit on the interest rate charged bv the Small Business 
Administration on its share of participation loans is properly a matter to be 
eft to the Loan Policy Board. The present loan limit appears to be more than 
dequi * to take care of the legitimate requirements of small business as a 


The Department would have no objection to extension of the Small Business 


\ ror « ore ears 
The Department has been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee, and that a 2- 
vear extension of the Small Business Administration from June 30, 1955, to 
June $0, 1857, would be in accord with the program of the President 
Vi truly yours 


G. M. HuMPHREY, 
Seerctary of the Treasury. 


TREASURY DEPARTMENT, 
Vareh 22, 1955 
Hon. J. Wilitam FULBRIGHT, 
(') an. Committee on Banking and Currency. 
lnited States Senate, Washington 25, D. ¢ 
My Deak Mr. CHArRMAN: Reference is made to your request of January 17, 


Of 


>), for the views of the Treasury Department on S. 383, a bill to make credit 
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re readily available for financing small business and thus 1 omote, foster 
nd develop the domestic and foreign commerce he | d States, and fo 
er purposes 
Che bill would provide for the establishment by the Fece Rese e Be a 
a program for insuring loans by private banks to s businesses. Under the 
1! the Board would insure 90 percent of any loan or group of ns to a single 
rrower up to a limit of $250,000. The maximu el wi bye years. A 
remium of 14% percent would be charged to cover the risks involved and to 
ake the program self-supporting 
I} Treasury Department believes that the Sma I ness A¢ gj a 
rizes a method of providing small business with credit btainable through 
mal channels that is preferable to the method S. 3S3 ‘ orize 
he Department has been advised by the Bureau of the th here 
ad be ne bjection to the submission of this repo et 
Ve yours 
Ww i 4 H | GESS 
. < j 
PREAS I) M 
Was tO }) 
} oo Fut I 
( muittee o Bani and ¢ 
fates Nenate, Washinaton. D. ¢ 
De M (‘HAIRMAN: Reference < muce M 
tl ews of this Department S. 1500 es 
\c f 19555 
! would make A. 2 er of I ives he S | \ P 
of which would repeal the termin date | is making 
_ Business Administration permanent 
de Department would not favor making the A stration per 
While it ( should be extended, termin: ss ad | 
te ‘ t aflord the C <Tress erzulat - 
e 1 ntinuation. The Treasury f ‘ ens 
i istiry Department would | ‘ object to an 
- - i tine 
e Th rin has been advised by the Bureat f tl ! 
he submission f S rem 
Ve t yours, 
M. B. Fo M 
1; ro Ne 
LREAS I 
iN } ) ¢ V 
| J. WW RIGH' 
('] man, Commie on Banking and ¢ 
United Sta Nenate Was] to dD. ¢ 
My Drar Mr. CHAIRMAN: Reference is made t re Eve 28, 
>, for the views of the Treasury Department on S. 1802 extend the 
s Busine \ct of 1958 for 2 years 
rhe Treasury Department favors the ¢ tme f le xte 
: Business Act of 1953 for 2 years 
Che Department has n advised by the I en I there 
ction to t S11 11SS f th enor? ( 
Very truly yours 
W.R | . 
Let “ly ) ; ' 
THE NSecrt RY ( COMMERCE, 


Washinoeat 


i) 10 
Hon. J. W. FULBRIGHT 
Chairman. Committee on Banking and Currency, 
l’nited States Senate, Washington, D. ¢ 
DeAR Mr. CHAIRMAN: This letter is in reply to vour request of Jai i4 


1955). 


ft 


the views of 


rT 


this Department 


with respect 
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the S Business Act of 1953 to provide that loans may be made to certa 


ISiness cones s which have suffered a substantial economic injury as 


Che Department of Commerce oppose the enactment of 8S. 16. 
\ Federal program, administered by the Farmer’s Home Administratior 


the relief of farmers directly affected by drought. Such a progra: 
ears ade te, in our opinion, to assist those persons who deal with 
armers. The farmer is a customer of others than small businesses. There are 
fes nal men ors, lawyers, veterinarians, for example, and there ars 
tors of taxes, State, and municipal, with whom the farmer must de: 
Wi re informed that use of the existing lending program by the farmers 
| because past indebtedness may not be used as a ground for granting 
lo the extent that this may create a problem, it appears that modificatic 
S program would be appropriate as beneficial both to the farmers and the 
why he farmer d s 
ive heel lvis w the Bure of the Budg that it would e1 
1 ission of this report to your Committee 
Louis 8. RoruscHuiip 
leting Neereta) 0 (‘Oninere 


THE SECRETARY OF COMMER 
Washington, April 27, 1955. 


("} } n. CO pritte q Banking and Currency, 
United States Senate, Washington, D. C. 





AR Mr. CHA [A> Chis letter is in reply to request from your committees 
esper S. 150, S. 381, S. 382, 8S. 383, and 8S. 1500, bills for the assistance 
~ i 1) ~ t ~ 
With respect to those bills relating to the Small Business Administration (S. 
150, S. BSZ, and S. 1500), the Department of Commerce recommends amendment 
S. 1500 to pr le for extension of the authority of the Small Business Ad- 
! ration for eriod of 2 years only and the enactment of this bill as so 
led S. 1500 as introduced would extend the authority for SBA indefinitely. 
ear extension this program would be in accord with the program of the 
Presid 
We ar sO formed generally that the other amendments to the Small 
ess A found in S. 1500 retlect changes the Administrator favors based on 
his experien nder the present law. We would interpose no objections to such 
di 
The Department of Commerce is opposed to the enactment of bills such as 
S. 3S1 and S. 383, which would inaugurate new programs for financing small 
siness Che existing activities of the executive branch on behalf of small 


ness, as exemplified by the small-business activities of procurement agencies 

l Department of Commerce, together with the active interest by the Con- 
ress in this field, provides, in our opinion, a Federal program which is ade 
f This present program couid, under existing law, be expanded in the 
event more serious demands, based on national security, are made on the small 


HNDusiness community 
The Bureau of the Budget has advised that it would interpose no objection to 
e submission of this letter 
Sincerely y rs 


WALTER WILLIAMS, 
icting Secretary of Commerce. 


DEPARTMENT OF JUSTICE, 
Washington, March 94, 1955 
Hor W. I I LIGHT, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 
[yeAR SENATOR: This is in response to your request for the views of the De- 
partment of Justice concerning the bills (S. 381 and S. 383) to make capital and 
redit more readily available for financing small business institutions. 
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rhe bills which are similar in purpose, are des ed to foster the development 
vrowth ot independe! tT siha bUSIHess enterprises \ ak) capital and 
‘ re l \ availa rit to such 


= S8S1 which would be cited as 








ould provide for the organization and opera n ¢ ational investment 
ies Which would be authorized t ike 01 qu SV 1 or \ Ol 
irity to business enterprises which are eligible u he easure 
hase obligations of such enterprises Approval by the Board of Governors 
he Federal Reserve System ould be required pri { e establishment 
national inve l ni In dete ‘ ‘ 
compa the Board would be requires 
ness in an area, the char: é { the pro] 
ies already approved and the volume é - \fte onsu 
th the Secretary of Commerce, the Boa \ ‘ ed red to pi 
rds OL @lLLZIOLUTV of Dusiness enterpris 
S. 383, which would be cited as the “Small Busit s | ‘ 
de for a program for insuring loans to small siness the Board 
Governors of the Federal Reserve System, with limitations e aggregate prin 
nount oO ans, the percentage of the loan ins ble nd the 
premium charge The bill would specify the type of ld 
ered, Would provide for a revolving fund and for cert tions of the Boar 
nder the legislation. 
Whether the bills should be enacted involves a ques | t big 
| 1 this Department prefers to make no recom di It is suggested 
ever, that in line 1, page 3, of S. 3583 the date iS pl 
tended to be “July 1, 1955 
The Bureau of the Budget has advised that there is 1 f ot sub 
ission of this report 
Sincerely, 
\\ I P.O 
} fy, 
Det MENT ¢ I 
(>) I¢ ‘ ~ 4 
} / f pi ] 
Hon. J. WILLIAM FULBRIGHT, 
Chairman, Conum ttee ov be i Gand flu Cait 
l nited States Nenate. 
DeAR SENATOR FULBRIGHT: This is in response to yout est of Januar 14 


1955, for a report from this Department on 8, 16, a bill to amend the Small Busi 
ness Act of 1953 to provide that loans may be made to certai mall-business 
concerns Which have suffered a substantial economic injury as a result of a 
drought. 

The bill, if enacted, would amend subsection (b) of section 2O7 of the Smal 


Business Act of 1953 (15 U. 8. C. 686) to authorize the making of loans to any 
small-business concern located in an area where a drought is occurring if it is 
determined that the small-business concern has suffered a substantial econon 

injury as a result of such drought. Loans under the proposed legislation would 
be administered by the Small Business Administration, but that agency would 


be restricted in its field of operations to those areas found to be drought stricken 
by the President or the Secretary of Agriculture pursuant to the authorities 
cited in the bill. Our comment, therefore, is limited to that part concerning the 
findings by the Secretary of Agriculture that a drought in an area constitutes 
a production or economic disaster. 

The designation of areas for production or economic disaster loans under the 
provisions of Public Law 355, us amended, is based primarily on a determination 
that there exists a widespread need among farmers and stockmen of the area for 
agricultural credit not availabie from other established sources during the period 
of the emergency caused by drought, floods, storms, or some other natural catas 
trophe. This Department makes no direct inquiry into the effect of such dis 
asters on business concerns in the area and would have neo basis for doing so in 
connection with the designation of areas for emergency loans under the provi 
sions of Public Law 38, as amended, Though not directly concerned in the ad- 
ministration of the proposel legislation, this Department expresses no objection 

‘ 
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to the bil If it is enacted, we will cooperate fully with the Small Business 
Administration by informing it of the areas in which we find that a drought 
constitutes a production or economic disaster. 
lhe Bureau of the Budget has informed us that there is no objection to the 
submission of this report 
Sincerely yours, 


True D. Morse, Acting Secretary, 





Boarp oF GOVERNORS OF THE FEDERAL RESERVE SYSTEM, 
Washington, March 23, 1955 
Hon. J. W. FULBRIGHT, 


Chairman. Committee on Banking and Currency, 
United States Senate, Washington, D. C. 

My Dear Mr. CuatrrMaN: This is in response to your committee's two letters 
of January 17, 1955, requesting the opinion of the Board with respect to the 
bills S. 3S1 and S. 383. Since both of these bills relate to the provision of 
financing for small business, they are being treated together. 

In general, S. 381 would provide for the formation of national investment com- 
panies, either by the Federal Reserve banks or by groups of not less than 5 private 

ersons, euch such company to have a minimum capital of $5 million. The 
organization of such companies would be subject to the approval of the Board of 
Governors and their operations would be subject to regulation by the’ Board 
The companies would be authorized to make loans to, and purchase common and 
preferred stock of, eligible business enterprises; and for this purpose each com- 
pany would be authorized to borrow money by the issuance of bonds and other 
ligations up to the amount of its capital and surplus 

S BS would authorize the Board of Governors to insure qualified lending ill- 
stitutions with respect to loans made to small-business enterprises up to an 
iggregate amount of $250 million, subject to increase by the President by an 
idditional $200 million Insurance for any 1 lending institution would be limited 
to 10 percent of its total portfolio of business loans ; and the insurance could not 
exceed the lesser of 90 percent of the unpaid balance of any loan or the amount 


of an insurance reserve to the credit of the lending institution. No insured loan 
ud have a maturity of more than 5 vears and 82 days. 
Basically, the Board believes that any proposals for Government aid in provid- 
ng credit to business should be premised on a determination that there is an 


existing or prospective need for credit on the part of business enterprises which 
cannot be met by commercial banks or other private lending institutions. On 
the basis of available information, it is questionable whether there is any real 
deticiency in the adequacy of short-term and intermediate credit for small busi 
nesses. If there is any gap today in institutional means for providing necessar) 
financing for business enterprises, it would appear to relate to long-term debt 
and equity capital For this reason, if consideration is to be given to any further 
legislation in this field, the Board feels that it should be along the general lines of 
S. 381 providing for the organization of national investment companies. 

However, in the event favorable consideration should be given by the Con- 
vress to the enactment of any legislation of this kind, it is the considered opinion 
of the Board that responsibility for supervision and regulation of such invest- 
ment companies should not be lodged in the Board of Governors but rather 
should be vested in some other agency of the Government more primarily con- 
cerned with the problems involved in regulating capital financing. The Federal 
Reserve System is charged by Congress with the important responsibility of 
regulating the availability, cost, and flow of credit with a view to fostering 
stable growth of the economy. The exercise of this primary function of the 
Systenr would, we believe, be hampered and tend to be less effective if the System 
should become engaged in any extensive program for the financing of business 
enterprises Any involvement of the System in large-scale activities in the 
financing of business could make it more difficult for the System to institute 
general credit policies in the national interest. 

For the reasons above indicated, the Board would be opposed to the enactment 
of 8. 385 providing for the insurance of business loans by the Board of Governors, 
but would not be disposed to raise objection to legislation along the lines of 
S. 381, setting up national investment companies to provide long-term financing, 
provided the operation of such companies is not placed under the supervision of 
the Federal Reserve System. 


eal! 
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It is noted that S. 381 contains provisions which would repeal the present 
imited business loan authority of the Federal Reserve banks under section 13 (b) 
f the Federal Reserve Act and provide for the payment to the Treasury of 
i:mounts totaling approximately $27,500,000 which have heretofore been paid to 
the Reserve banks by the Treasury in connection with operations under that 
section. The authority of the Reserve banks under this section was granted in 
the 1930’s under emergency conditions and has not been extensively used in 
recent years. In keeping with the views heretofore expressed as to the inappro- 
»priateness of the System participating in the financing of business enterprises, 
the Board would favor the repeal of this authority and the payment to the 
freasury by the Reserve banks of the amounts above mentioned, as provided 

S. 381 

rhe Bureau of the Budget has advised that it has no objection to the submis 
sion of this report. 

Sincerely yours, 
War. McC. Martin, Ji 





SECURITIES EXCHANGE COMMISSION, 
Washington, Se ie ipri 4), 1955 


Ite S. 381; Proposed National Investment Company Act of 1955 


Mir. A. Lee PARSONS, 
Clerk, Committce on Banking and Currency, 
United States Senate, Washington, D.C 


Dear Mr. Parsons: I enclose four copies of a memorandum commenting on 
S. 381, S4th Congress. The memorandum has been submitted to the Bureau of 
the Budget for comment, and we have been advised that the views expressed 
therein are not inconsistent with the program of the President 

Sincerely yours, 


RALPH H. DEMMLER, Chairman 


MieMORANDUM PREPARED BY OFFICE OF THE GENERAL COUNSEL ON SS. 5S], S418 


CONGRESS, A PRoposep NATIONAL INVESTMENT COMPANY ACT OF 1955 

S. 381 would authorize Federal Reserve banks and member banks of the Fed 
eral Reserve System to put up the equity capital for national investment com- 
panies which would lend money to or purchase stocks of small usiuess, serving 
presumably as a supplement to bank lending. The public also could purchase 
stock of national investment companies. They would be subject to regulation 
by the Board of Governors of the Federal Reserve System. Section 107 of the 
bill would authorize this Commission to exempt the securities of national in 
vestment companies from the Securities Act and Trust Indenture Act, subject to 
terms and conditions, but would not require it to exempt them. Under section 
6 (c) of the Investment Company Act of 1940, the Commission similarly could 
exempt such securities from that statute. 

While we understand that banks generally cannot invest in equity securities, 
at least to any significant extent, under present banking legislation, it may be 
noted preliminarily that, for ordinary investors, the Investment Company Act 

f 1940 permits the creation of investment companies that would serve as a 
medium for invesment in small business. Some investment companies may be 
suid to have entered this area on a small scale, but, by and large, investment 
companies have limited themselves to securities of larger companies having an 
established market. 

It is not possible for us to predict the interest of banks in investing some of 
their capital in small business equities through the medium of national invest 
ment Companies if the bill were adopted so that they could do so. Neither are 
we sufficiently familiar with the problems of bank regulation to know whether 
there might be any objection to permitting 2 percent of the capita land surplus 
of banks to be so invested, as contemplated by the bill For these reasons, we 
are not prepared to make any recommendation on the ultimate question as to 
whether enactment of the bill would be desirable 

The provisions of section 107 relating to exemption from the Securities Act 
and Trust Indenture Act would be acceptable and, together with the present 
provision of section 6 (c) of the Investment Company Act of 1940, would permit 
problems of regulation to be resolved without overlapping jurisdiction between 
the SEC and the Federal Reserve Board. However, since the bill would author- 
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ize the Board to prescribe regulations governing the operations of national invest 
ment companies, it would appear to be appropriate to amend the bill so as t 
provide an unconditional exemption from the Securities Act of 1938, the Trust 
Indenture Act of 1939, and the Investment Company Act of 1940. 


COMPTROLLER GENERAL OF THE UNITED STATES, 


Washington 25. D. C.. Mare 18. 1955 
H IW. Ful H 
f ( nmittee on Banking and Currency, 
United States Senate 
Dear M { AIRM A? This is in reference to the January 17, 1955. request of 
the clerk of vour committee for our views on the bill S. 383, S4th Congress 
The bill provides f the establishment of a program by the Board of Go 
the Federa feserve System for insuring short and intermediate loans 
e banks t mall business A pre nium of not to exceed li, percent 
e charged to cover the risk involved. The program would be similar 
! e to the insurance of bank deposits by the Federal Deposit Insurance 
Corporation, of deposits in savings and loans institutions by the Federal Savings 
J 1 Insurance Corporation, and of housing mortgages by the Fedet 
iH Ad ratior 
The posed legislation is identical to S. 1912, introduced in the last Con 
es which we furnished a report advising that we had no special informa 
on the needs or merits of the proposed insurance program. However, we 
did co ent on two provisions of the bill which are still applicable. 


Under the provisions of section 107 of the bill the insurance program would 
he financed by the use of a revolving fund in the Treasury of the United States 
An initial appropriation would be authorized in the sum of $10 million plus 

h further sums as may become necessary for the adequacy of the fund 


Che Board would be required to pay interest on the outstanding appropriated 
funds and it would be authorized to invest and reinvest such portions of the fund 
nterest-bearing Government securities as it may determine to be in excess 


of current needs. Also, under the provisions of section 107 (d) the Board 
would be required to deposit in the Treasury as miscellaneous receipts any 
balance determined at least annually by it to be in excess of an amount necessary 
for requirements of the revolving fund, and for reasonable reserves to maintain 
the solvency of the fund. It has been our observation in auditing the accounts 
of Government agencies and corporations having similar authority and types 
of funds that there has been a tendency to retain all net earnings as reserves 
instead of depositing any portion in the Treasury as miscellaneous receipts. 
Your committee may, therefore, wish to consider the desirability of providing 
n the bill a more definite limitation by formula or otherwise on the amount of 
the “reasonable reserves” that could be determined by the Board. It should not 
be overlooked that the larger the reserve, the greater will be the amount which 
the Board could invest in Government securities on which the Government would 
be required to pay interest from appropriated funds. 

Under existing law the financial transactions of the Board of Governors of 
the Federal Reserve System are not audited by the General Accounting Office. 
Section 244 of title 12, United States Code, provides that the Board’s funds de- 
rived against the assessments of the Federal Reserve banks to defray expenses 
of the Board “shall not be construed to be Government funds or moneys.” 
Further, the same section permits the Board to determine and prescribe the 
manner in which its obligations shall be incurred and its disbursements and 
expenses allowed and paid. As the revolving fund proposed in section 107 of 
the bill would not fall into the category of “assessment” funds, the fund would 
not be free from the audit and settlement jurisdiction of the General Account- 
ig Office However, because of the Board’s broad authority concerning the 
obligation and disbursement of its assessment funds and in the light of back- 
ground of the freedom the Board has had from review by the General Accounting 
Office of its banking operations and financial transactions, it is believed that 
our authority and responsibility to make a comprehensive audit of the program 
contemplated by this proposed legislation should be spelled out in the bill. For 
this purpose, it is recommended that the following language be added to section 
107 of the bill: 
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Phe financial transactions, ace its, books f B l 
ne to the revolving fun sl} e aud basis é 
Accounting Office and copy of ea report ‘ dit s ‘ 
shed to the President, the Congress, and the B ( 
Phis add nal language ould ¢ ‘ a 
t of Congress to make a business-tyvype f ! 
vided by the Congress with res t t e Fed H \ t 
Federal Deposit Insurance Cory nd tl I'¢ S < Li 
we Corporation insurance py \ 
ier than in broa ernis ‘ es S 
} ed hereby on ‘ é é ‘ 
A eonside the «ae o 
~ e1\ ~ 
H. V 
i S { f (; \ g 
te) Lol \Morst I think t ( Oo ( ! ippe 11X 
if ra thre Hoover ( SS recon ( ! tO] 2-Vveal 
extension of SBA. We will print the reecomm , record 
I 
} 71 ‘ . 
not the full Hoover Commissio force 1 
Phe recommendation referred 1OV 
RECOM Ni 
) That the Sn Business Administ it he y d he Gover! 
nent Corporation Control Act so as t secure s ‘ e au by the 
General Accounting Office on a busines isis 
b) That it be continued for another 2 years during which period it wil 
ve an opportunity to demonstrate its use ness S siness s d 
isiness principle. 
That, in the meantime, it should charge sufficient interest to « its 
operating expenses arising out of lending and to pay interest to the 7 sury 


n Government funds equal to the cost of money to the Government. 

Senator Morsr. We will meet to hear Mr. Wendell Barnes of th 
SBA and Mr. Balderston of the Board of Governors of the Federal 
Reserve System on Monday, May 9, at 2 p.m. We will stand nh 
intil then. 

(Where upon, at 3:40 p. m., the subcommittee 


reconvened at 2 p.m., Monday. May 9, 1955. 


recess 


ssed Lo be 


62459—55- 


nf 
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MONDAY, MAY 9Q, 1955 


UNITED STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON SMALL BUSINESS, 
W as hing ron. dD. ( 

Phe subcommittee met, pursuant to recess, in room 301, Senate Of- 
tice Building, at 2 p.m., Senator Wayne Morse, chairman of the sub- 
committee, presiding. 

Present: Senators Morse, Sparkman, and Beall. 

Also present: Senator Thye. 

Senator Morse. The hearing will come to order. 

We meet today to take the testimony of Senator John Sparkman, 
Senator Edward J. Thye, Wendell B. Barnes, Administrator, Small 
Business Administration, and C, Canby Balderson, member, Board 
of Governors, Federal Reserve System. 

The committee is honored to have Senator Sparkman with us, and 
[ now call him as its first witness at the hearing this afternoon. 

Senator Sparkman, you may proceed in your own way. 


STATEMENT OF JOHN SPARKMAN, A UNITED STATES SENATOR 
FROM THE STATE OF ALABAMA 


Senator SpaAaRKMAN. Thank you, Mr. Chairman. 

First I want to apologize for not having been present during the 
hearings of this subcommittee, but, as it happened, the Subcommittee 
on Housing had scheduled meetings at exactly the same time, and, just 
as the chairman of this committee had to be absent from that sub- 
committee. I had to be absent from this subcommittee. 

Senator Morse. May the chairman say, Senator Sparkman, that he 
and the other members of the subcommittee are fully aware of the 
many contributions that you and Senator Thye have made to this 
whole problem and the duty of the Congress to pass some legislation 
that will protect the best interests of small business. We are satisfied 
that as a member of the full committee we will receive from you, and 
Senator Thye also, careful consideration of any recommendations the 
subcommittee will make. 

As soon as the hearing finishes today, the chairman plans to have an 
early executive meeting of the subcommittee in the hope that we can 
present to the full committee next week the final bienaniiadieen of 
the subcommittee. 

Senator SPARKMAN. Thank you, Mr. Chairman. 

I can safely say this—and I am sure that Senator Thye would join 
me—that the Small Business Committee since its establishment in 


19 
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= functioned 1 OoOhnpartisahn way. ‘| he chairman 1s now 
if that committee and knows what lam talking about. Prob 


( ifiect Stall business do not arise oh a partisal DASIS, 
tie t the ill alike, regardless of what party the members Nay 
Mr. Chairman, I wish to thank vou for this opportunity to testify 
ness bills which I introduced and which are 
eTore 1 mmittee for its consideration 
\ ( to make clear that Iam basnu omy sfatement ¢ 
of the Ss Simall Business Committee, but 
la spenking only for mvself and not for that committee 
vyone on } cord 0} the sp erhe fentures of these thi ay is 
[ have not eve SKeq the committee to consider them. \fter 
I) s the legistat e conmimiittee, cl our committee is witho 
pow ik @ legislative IIs, 
Che first bill is S. 35582 pertaminhg to the Small Business Adminis 
if S 3s = bas llv a bill to extend the life of the Small Bu 
\ C10} Ol © more vears If does, nowever, Col iD 
u ‘ < 3 ss uA ich J hh EXplai Ve \ 
hriefly 
1 hic l of these amendments would eliminate the Loan Policy 
Board which is provided for in section 204 (d) of the present act. This 
ection states that the Board 
sh general policies (particularly with reference to the public interest 
ed in the granting and denial of applications for financial assistance | 
\dministration and h reference to the coordination of the functions of the 
\ strat h other activities and policies of the Government) which shall 
granting and denial of applications for financial assistance by the 


Ad nistration 


Il have qu ioted tl iat from the law, 

ee) s Board, which 1s composed of the Administrator of the SBA as 
Chairman and the eet Pat eenres and the Secretary of the 
Treasury, is rather restricted 1 s functions by the language of the 
mut I share the cae of many small- business men that this Board 
can represent a pote nt lever for influer he ing all the polici ies of the SBA 
by those representatives of other departments. I personally feel that 
the value of the Board does not outweigh this threat, real or implied 
is It may be, to the independent status of the SBA. 

\Lv second amendment mere ly states th: at the} interest ¢ harged by the 
SBA should be the same for the loans it makes in participation with 
private banks as for its direct loans. Everyone is convinced that these 
participation loans are good, for they minimize the use of SBA funds 
and give the borrower a line of credit in a local bank. so it seems irra- 
tional that a borrower should have to pay a higher rate of interest 
when he interests a local bank in taking a part of the loan than if he 
received the entire amount directly from the SBA. 

In all fairness, though, I should indicate that Mr. Barnes testified 
a nirrtte the Small Busin ey C ommittee that the rate of interest on par- 

‘ipation loans was averaging somewhat under 6 percent, which is the 
ate on direct loans, and that only 21 of all the nearly 900 participation 
oans carried rates " dhiews 6 percent. All of these, according to Mr, 
Barnes, were exceptional cases where the bank was called upon to do 
much servicing of the loan and in none of them had the borrower 
criticized the higher rate. 





| 
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[ feel that my third amendment is most important, for it raises 
from $150,000 to S500,000 the ceiling on loans that can be made by the 


SBA. Itis my strong impression that there are now cases where legiti- 
mate and competent and ably-managed small firms need more dollars 
ind for a longer period than the V can get from the SBA or from local 
banks or other credit fac ilities. As a matter of fact. the SBA has 
made 22 such loans through participating with banks. It would in- 


deed be unfortunate if a worthy applicant were not able to get his own 
bank to participate but needed $250,000 or $300,000 to expand to fill 
an enlarged demand or to take advantage of new technological ad- 
yances. 

In these days when all of us are so concerned over the wage of merg- 
ers aha the process of concentration of portant ines of proauc 
tion in a few carperationa, it is all the more unport: int to help these 
firms get over the hump from their small-scale localized oper: itions 
ind into a situation where they can compete etfectively with the large 
factors in their industries. I do not personally feel that these loans 
above $150,000 will ever represent a sizable portion of the SBA’s total 
number of loans or number of dollars outstanding, but my experience 
indicates there is a real need for this increase in the ceiling. 

Finally, S. 382 calls for the termination date of the SBA to be 
changed from June 30, 1955, to June 30, 1957. There would seem to 
be complete agreement on at least this long an extension. 

Mr. Chairman, if I may revert to the increase of the loan ceiling, 
| would like to add just this. I believe that every small-business or- 
ganization that has made representation to this committee has ad- 
vocated an Increase in the ceiling. My recollection is that the New 
England Small Business Association filed a statement in which they 
recommended $300,000. I believe the group who have their head- 
quarters in ¢ ‘leveland—I do not remember the name just now, but Mr. 
Parsons and Mr. Christophersen I think testified—asked for more 
than the present, probably not as much as $500,000 but more than the 
present, 

I realize that a showing can be made which will always indicate that 
a much smaller average 1s sufficient, but that is always an averge. It’s 
the ceiling that stands in the way. I have put the amount of $500,000, 
but my own feeling, and I have stated this frequently, is that the ceil- 
ing ought to be $1 million, because that is approximately the break- 
even point at which a business can afford to go into the money market 
and borrow at a reasonable cost. 

However, I have set it at $500,000 because I do believe that would 
give a great measure of relief to many small businesses that need loans 
that ane have no place to go unless they can get a local bank to par- 
ticipate to such an extent as to lift it to the amount that is needed 
excess of the $150,000 present ceiling. 

In conclusion on 8. 382, let me say that the Senate Small Business 
Committee in its annual report which was submitted to the Senate a 
little over a month ago made the following unanimous observation: 

While there are still problem areas into which the Small Business Administra- 
tion has not yet moved and while there is some question whether the agency has 
moved vigorously enough in the fields of lending and procurement, the balance 
sheet shows that the SBA has made good strides forward and should be-given 
an extension of life. In this connection, your committee is hopeful that the 
appropriate legislative committees of both the Senate and the House of Repre- 
sentatives will take early action in reporting small-business legislation to the 
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Md passage, so that there wil] be no disrupting hiatus and 


t 


ineertauinty as the deadline of June 30, 155, approaches 


Senator Morse. Fon purposes of the record, the chairman of the 
itee Wishes to tale Official notice of the report of the Senate 
serect Committee o7 Smal] Business and hereby declares that that 
nort \ be n ide part of the record of this committee by reference. 
He instructs the staff of this committee to see to it that a marked copy 
OF the report of the Senate Small Business Committee is placed in 
hy thas OF each member of this subcommittee so that it may be 
lable for discussion in the executive sessions later this week when 

ome to mark up the legislation that we recommend to the ful] 


ef 
senator SPARKMAN Now. My. ( hairman. the second bill | Wish to 
sS. 381. That is one providing for capital banks for smal] 

lam realistic enough fo grant that the Small Business Administra 

O Tar as its lending functions are concerned, is only an adjunet 
fo the regular | inking and credit ources of the Nation and that the 
SBA will never account for more than a very small percentage of the 
ext ded to the small bye esses of the United States. There 

l have also introduce d two bills which would give further incen 
fo our commercial banking institutions to make such loans and 


{ maximize the utilization of existing financial channels. 


Senate bill 381 represents a relatively new approach to an old prob 
but Tam afraid ] cannot claim credit for originating the idea. 
\ long ago as 1948, the Committee for EKeonomic Development. an 


fanding business oreaniz ition, made a ful] study of the role and 
by le ms of smal] business and recommended the establishment of 
pital banks to make equity capital available to small ] usinesses, 
Senator Mors) May I Interrupt at that point, Senator Sparkman. 


isk ft] staff to obta n copies of the report of the Committee for 
on Devel ent of 1948, make a copy a part of the record of 
en) v \ ererence, so that it can be referred to Ww hen we dis 

Ss. 3581 11 executive session. 


7 

i 

senato SPARKMAN,. | may interpolate there also that Senator 
\ 


O'Mahoney about 1950 07 1951 introduced a bill. a part of which would 
e dor e pra tically the same thing that I am proposing to do here. 

I hose good old davs we are al] fond of recalling, there was less 

for such an institution. but with the coming of high levels 


f Federal taxation. : serious gap has appeared in our credit system. 
Many SurvevVs have hown that, in the past, over SO percent of all 


ey invested in small businesses came either from family savings 
or from reinvestment of earnings. During the past 15 years at least. 
these sources have been seriously curtailed with high taxes on both 


rporate and personal taxes and high levies on inheritances as well. 
Now it often appears that the only way for a small firm to vet to be 

onificant in its Industry is to be swallowed up by a large corporation 

Ch has access to the securities 1 arke > as \ el] ‘ a? ord * pre 
vious earnings. Certainly here, the cure is no remedy at all. 

I can give you one specific and dramatic example of what Tam trying 
foconvey. During the first year of the life of the Senate Select Com- 


uttee on Small Business, we held a series of hearings on materials 


hortages. That was during the Korean war. Probably our best 
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withess Was a young man who had foreseen thi potentialities Oo! 
plastic reinforced with glass fibers as a building material. He was 
iost Impressive and told of hi Pp ht in trying to get established 

d in finding enough equity engiatal to get over the hump from small- 
scale to larger operations. 


<l 


A vear o1 so later, our committee was hold he’s on the Impact 


taxes on small businesses, and I asked the staff to find that witn 


» see 1f he would hot ag ain appeal before us. The statl found him, 
ut by this time he was a general manager of a division of one of the 
irgest corporations in the country. He had been unablk to raise cap 
tal independently and his only alternative was to sell out to that cor- 
poration and take tl salaried position with them. Phus, one very 


promising and energetic firm left the ranks ot the dependents and 
longer is In competition to spur the well estab] shed corporat on, 
All of the New England States have formed « apital ban! 


a id they 

have had | varying deeree of suecess. Several private hanciers 

ave also had much experience in giving equity capital to small and 

erowing businesses truly risk capital—but there is room for the 

ederal ly sponsored | National Investment Cor pany envisioned by S. 
s] 

1 have no pride of authoriship mn Ss. OSL as it now stands I feel 


that if 1s Important only as a skelton on which the exact body ean be 
tted as a result of these hearings and conferences with various out 
side authorities. I would stress, however, that it represents one of the 
best hopes for retaining a vigorous and healthy competitive free 
prise system in which firms will be able to grow and prosper as long 
is they are efficient and filling a demand on the part of the public. 
It constitutes a bulwark against the stultification and stagnation of 
the ect homy. It is a threat only to those who would like to freeze 
nto permanency the present Who's Who in American industry and 
Omnerce, 

Senator Morse. Do you mind 
questions on that bill ? 

Senator SPARKMAN. Noysir. 


el! tel 


my mterruptinge and asking you 


Senator Morse. Last week we had a very abe witness from Ma 

is recall a Mr. Maxwell, who really testified in behalf of the Ameri 

1 Banking Association but also left his offici al position as a witness 
In answer to some questions and testified as an independent banker in 
his own right. He was a very frank and forthright witness, and he 
testified in regard to a loaning agency, a credit agency. that has ex 
isted quite some time in New England. In fact, Senator Payne, of 
Maine, was at one time at least, as I recall the test 
of directors of this loaning agency. 

Mr. Maxwell testified against S. 381 on the ground that he thought 
the answer was to extend the type of loaning agency that had been 
formed in Maine. 

In the course of his testimony he said that such credit loaning agen- 
cles were in contemplation in 4 or 5 States, as I recall. I think it is 

fair interpretation of his testimony that he probably would say in 
answer to your testimony today on S. 381 that he fears that this 
might pl: ice the Government in competition with that kind of a loan- 
ing agency. x ou cover it in part, Senator, on the top ans page 5, your 

t paragraph, but I would like to have you expand it a bit. 


imony, on the board 
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What would you say in answer to the question, “Can’t private en 
terprise do this job 7” 

Senator SpaRKMAN. Why, yes, Mr. Chairman, I think private e1 
terprise can do it, but it is not doing it. It is true they have done a 
pretty good job in New England in setting this up. I made reference 
to that I believe. 


Senator Mor SE. Yes, you did. 
Senator SparRKMAN. On page 4. But I know of no other section of 
the country in which it has been done. 


You may recall that a couple of years ago when Mr. Mitchell Was 
uppointed head of the Small Business Administration, or the Small 
Defense Plants Administration perhaps, whichever agency it was, he 
started out with the announced purpose of doing just this. He testi- 
tied before this committee when he was up for confirmation that that 
was what he wanted to do. There was a period of time—several 
months—when not a single loan was made to small business through- 
out the country. He was out devoting a great deal of time and atten- 
(ion trying to build these local credit agencies, by whatever name they 
might ve called. 


But you know what happened. You know he got nowhere with it. 

I think the banks could have taken care of farm credit in this coun 
try, but they did not do it. I think that banks and insurance com 
panies and mortgage-lending agencies could have taken care of hous- 
ne. [| ave ¢ ‘lung to the hope for several years—sometimes | begin 
to think it is a ri ather forlorn hope, but I have clung to it—that even 
yet they would organize themselves and let private capital take care 
OT these mortgages instead of relying upon the Government to unde T- 
write them. Goodness knows we have at various times passed legis- 
lation to e) courage that thing to be done. But it is not done. 

| certainly would never advocate the Government going into any 

d of business where private industry was not only meet ot 
meeting the demand but was ready and willing to meet it. Capability 


is, I suppose, to be measured by whe ther or not the dollars are there. 
Phey have the « apability, but they are not doing’ it. 

I think some of the strongest advances that have been made in our 
economy have been made by various organizations that the Federa 
Government has underwritten to start with. That is the way the 
Federal Reserve got started. That is the way the Federal Deposit 
Insurance Corporation got started. That is the way the Home Loan 
Bank Board and all of these Federal savings and loan associations 
throughout the country got going. They were underwritten. The 
whole farm credit structure was underwritten I believe. 

\ great deal of that now has been paid back. I mean in many in- 
stances all of that original capital stock by the Federal Government 
has been paid back, and those units, those agencies, are owned pri- 
vatel\ I believe all of it has been paid back with the Federal Reserve. 
I think FDIC has paid all of its back. I think the Home Loan Bank 
Board or whatever the agency may be that had the responsibility 
of pay ing the stock has almost finished paying its back. Some of 
the farm credit lending agencies have retired theirs completely— 
certa nly in some States, in some areas. 

That is the kind of plan I would really like to see set up here— 
something underwritten by the Federal Government but with an op- 


( 
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portunity tor private capital to take 1t OVer as soon as they are not 
only able but ready and willing. 

Phat Is ny answer. 

Senator Morse. Two further questions on this problem, Senator. 
lo buttress your testimony, do you receive a good deal of mail from 
small businesses, as | do, ure ing that a capital DANK law following 
the broad outlines of your bill | e passed by the ¢ oneress ¢ 

Senator SPARKMAN. Either that or that the Government itself go 
rreat ame of them 


nto the lending business. I will say this: That a g 
think of the RFC loans, and they simply say, “We » vot to have 
a souree of capital. P 

A great many specifically mention this type of a structure. A great 


many of them thitkof it in terms of the RF¢ 
Senator Morse. I do not know 


Senator eaieuane Certainly the need is there and is made mani- 
fest. 
Senator Morse. I do not know his position on this particular bill, 
ul the chairman of the full cohnilttee appeared Oh a raalo Droaa ist 
vith me last week and expressed regret th the direct loaning 
policies of RFC had been eliminat ed by the Congress. It seems to 
e the principle that he supported on that broadcast would be in 
_ at least with the objective of your bill. 
hator SPARKMAN. [ would Say this: Leaving out of argument all 


ae the criticism directed at many of the big loans made Dy RFC 
ts lending to small businesses w as one of the finest thines that we eve 
ad, one of the finest programs that we ever had. 

Senator Morse. With a wood rec ord of re payment, 

Senator SPARKMAN. (,ood record, es, Fine recor 

senator Morse. The second and ee question as far as lL am con- 
cerned on this bit of testimony is: Do you know of any substantial 
changes in conditions that would make the recommendations of the 
Committee for Economic Development of 1948 out of date in 1955 / 

Senator SpARKMAN. No. As a matter of fact, I should think that 
they would be sharpened how, Certainly I think we are moving 
out of the defense program in which the subcontracting has played 
a great part, and direct contracting very often, with small businesses. 
Weare ina period which has been aptly described by the chairman of 
the Federal Trade (‘Commission as one of three Creat eras of 
mergers and small business is bound to feel the impact of that. 

[ should think that it would be certainly as apt and perhaps even 
more so now than in 1949 or 1948. 

Senator Morse. Having mentioned this problem of mergers, for 
assistance to the subcommittee, I wish to call to the attention of all 
the members of the professional statf assigned to this subcommittee the 
following assignment. I would like to have you prepare for the sub- 
committee a memorandum on this matter of trends in business mergers 
since the passage of the antitrust laws, divided up in 10-year brackets, 
decade by decade, and I would a to have the study show what the 
ups and downs of business mergers in American economy have been 
since the passage of the antitrust laws. 

Try to submit a brief memorandum for the committee that will give 
us a summary of your findings, leaving your source material available 
to the committee for reference when we discuss the matter. 
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But I think Senator Sparkman has mentioned again, as has beet 
mentioned before in these hearings, probably the No. 1 serious problen 


at col fronts small business 17) An erica today, 1 regard to whicl 
the Congress has a very dletinite responsibility if we are Fong to 


preserve the competitive system, if we are going to have the inde 
pendent ice cream manufacturer and grocer and the independent in 
every other line of business. He is voing to have to be protected, 
seems to me, in regard to availability of capital, so that he cannot bi 
squeezed out by the loaning policy of the financiers that control credit 
nthe country 


Does the clerk understand the problem that 1 have in mind 

The CLerk. Yes. 

Senator Morse. In regard to the ¢ ‘ommittee for Economic Develop 
ment, Senatol Sparkman, it is composed of a number of outstanding 


representatives of business, is it not ? 

Senator SpaRKMAN. That is true, and economists. 

Senator Morse. I would like to have the committee stat submit to 
us when they submit the recommendations of the 1948 committee the 
personnel of the committee and their economic connections. 

Senator SparkmaAN. I think a former member of this committee 
was formerly a member of that. Senator Ralph Flanders. I am sure 
he was a member of it. Another former member of this committee, 
former Senator William Benton, I> think was chairman of it at 
one time. There have been a large number. I think Senator 
(Mahoney was at one time a member of it. 

Senator Morse. I think we will find that, by and large, it is com 
posed of businessmen and tax economists. I remember when I sub- 
initted the legislation the first time in 1947 containing that first great 
report of the Committee on Tax Policies, my study of its personnel 
showed that there was not a single Government man on it or a single 
nan on it that had ever been a bureaucrat. They were all pretty, shall 
l say in parentheses, hard-boiled businessmen. 

Senator SpaRKMAN. I think that is right. 

Senator Morse. I am still of the opinion that the tax recommenda- 
tions of the committee’s report in 1947 are unmatched. 


Wi 


I think you 
ll find their report of 1948 that vou have referred to is still very 


ipropos of the problems that confront the Congress. 

Senator SparKMAN. I think so, Mr. Chairman. 

By the way, I may add that the Federal Reserve Board approves 
f this plan in their report this year, 

Senator Morse. We will have a witness from the Board shortly. 

Senator SpaRKMAN. Previously the Federal Reserve Board did not 
ipprove of it—that is, in the last Congress. In the last Congress it 
lid not approve of this bill or of the next one. However, the next 
bill that IT shall bring up was originally proposed to this committee 
by the Federal Reserve Board. 

Senntor Mors Senator Beall. do you have 


any questions at this 
point ¢ 


Senator Bratt. Thank you. Perhaps you have touched on this 
efore Leamein. Ifso. I apologize and will withdraw it. But I was 
just wondering. In — these small > of course, we are all 
very much interested in promoting small business and independent 
business, as I know +6 are too. I know you are. But I was just 
vondering if you do not think the banks in the country are better 


————— 
— 
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equipped. They know the local community. They know the local 
eople better than any Government agency. 

For mstance, we have I believe 14.001 hational b 

iould be very familiar with all the ad conditions 

Senator SpARKMAN. That really relates to my next b 

Senator Brann. I see. 

Senator SparKMAN. The one I have been talking about is capital, 
ot operating capital but capital for expansion and buying e 
ment, long-term loans that the banks ordinarily cannot make. 

Senator Beaun. Yes. 

senator SPARKMAN. The next bill does relate to the short-term: and 
ntermediate credit loans. 

Sel ator yy ALL. Well. could there be 

Senator SPARKMAN. It does provide for the use of local banks. 

Senator Braun. Because national banks are very cet tely hana 
capped or limited in the time of their loans. Do you think that we 
could by some amendment to the national bank law permit them to 
oan money over a longer period of time / 

Senator SPARKMAN. Well, as I say, this next bill, S. 383, insurance 
of loans to small business, was originally proposed to this commit 
tee about f years avo by the ee Resery » Board, 7 d | abi not 
sure whether the committee passed 1 it out and put i on the calendar 
once or not. But the Federal Reserve Board at the present time does 
not give its approval to this bill. T think wate ge ts principal reason 
is that it feels that the Federal Reserve Board should not be called 
upon to administer this, which is all right with me. IT had just as 
sumed it would be administered by the Small Business Adminis 
tion. It seems to me that would be a eood p ylace to administer it. 

Senator Brau. Their objection eh be to the fact that those of us 
who are old enough to remember the recession k v that there were 
-o many frozen assets 

Senator SparRKMAN. Let me describe this bill if I] may. I think it 
will] answer some of your questions. 

S. 383: The last in my trilogy of small-business proposals is Sen 
ate bill 383 which would establish an insured-loan program to assist 
commercial banks to meet the needs of local small businesses for short 
and intermediate-term credit. 

This bill provides for an FH A-type progres which would insure 
loans made to small businesses and would be st the Federal Re 
serve Board. Here again, it is possible that the specifics in my pro 
posal could be changed to make it a better bill. [ can see the possi 
bility, for example, of giving this authority to the Small Business 
\dministration rather than to the Federal Reserve Board. In any 
event, loans could be insured in amounts up to S250.000 for a term not 
to exceed 5 vears. A premium would be charged, and | have used ‘) 
percent. It may be too high, but that is the figure that the Federal 
Reserve Board advocated before this conmittee in 1947, and again in 
1950. They were up here twice with their program. 

Perhaps the most important feature of the msured-loan program is 
its dependence upon the mechanisms of the commercial-banking facil 
ities of the United States. There would be a minimum of aren 
ence in the banking system, but the insured-loan program should alloy 
every banker to escape from the horns of the dilemma which wn 

faced bankers from the beginning of time: how to protect the funds 
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of the depositors, while at the same time ser ing the community ali¢ 
eeting the credit needs of the area. To be sure, my bill gives the 
banks a stake in the success of each loan, since a share of the risk 
bank, but the insurance provision cuts the bulk of t] 
lherefore, every qualified small business should be able to have 
or this sort of credit met in his own locality. 

Alt ough it was the Federal Reserve Board which first originate 


hed DY the 


| presented to Congress the idea of the insured-loan pli an, the Board 


shifted its position since 1947 and now repudiates its brain child 


] 


part, | still maintain that it is a positive ap proac h to a ver 
eal need and one which could be most helpful and etlective. 
Po the extent that the Federal Reserve Board’s opposition is base: 
( ts lack of desire to administer such a program, 1 cert: ainly fee 
the Small Business Administration could handle the routin 
rative details without doing violence to any of its other pro 
s. ‘Therefore. | urge the members of this subcommittee and thi 
Banking and Currency Committee to eive serious consideratio 
orization of an insured-loat program as a part of the con 
rehensive Small Business Act of 1955. 
Senator Morse. Senator Beall / 
Senator Braun. Senator Sparkman, I was just wondering. If tl 
reder: Reserve have r versed themselves, do you think perhaps that 
( ivbe to the chang ot personnel on the Federal! Li ‘rve 
| 
. itor SPARKMAN. Thei as not been a omplete change, and the 
remained largely the same. My recollection is that in the 
Congress when thev testified on it, if you will refer back to the 
rd, you will nel eee — pom tion was not very heavy. It was 
rather mild. As I reeall, real gist of the opposition was that it 
eved that the a ow Be Board ought not to be called 
l} fo adn er that kind of a program. 
Isa i ow le | reintroduced the bill this vear with the Federal 
Reserve Boar . I have said a good many times and I said in the 


Congress that so far as the administering agency is concerned 
I see no reason why the Small Business Administration could not ad- 
minister it. L put the Federal Reserve Board in because the Fed 
eral Reserve Board originally put itself in. 

Senator Bratt. Well, is it not really a an of the duties of the 


sma Business Administration rather than the Federal Reserve to 


Senator SpaARKMAN. It is both. It is both Small Business and 

Senator Bratt. You mean the Small Business Administration 
would work in conjunction with the local banks in some way / 

Senator SpaARKMAN. That is correct. 

Senator Bratt. You would not in any way compete with the local 


1 . 
} / 


DANKS £ 
Senator SPARKMAN. Oh. no. No. The local bank would make the 
loan. The Small Business Administration would imp!y administer 


it. It is very much like FHA now. That Agency administers it, 
but the local bank or local insurance company or ‘local investment 
company actually makes the mortgage. 

Senator Morse. Are you through, Senator Beall ? 

Senator Beat. Yes, sir. 


Wises 


| bb thabs 
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Senator Morse. Thank you very much, Senator Sparkman. We 
been greatly helped by your testimony. 
Senator Sparkman. Thank you, sir. 
Senator Morse. We have Senator Thyve of Minnesota as our next 


t Ta 
it 


May | say, before Senator Thye proceeds, that | wave always shared 
if point ot view that | happen to know that he shares, as does 
Senator Sparkman, that we are dealing with problems of small busi 
ess and we are dealing with a completely nonpartisan matter that at 


ects the economy of this country, of equal concern to the registrants 
all political parties. I think I would be remiss, Senator Thye, fa- 
aras Lam with your work on the Select Committee on Small Busi- 

ss. aus The chairman of that committee of the Senate in the last ses- 
of Congress, if I did not express for this record my per la 

on tor the honpa irtisan ap yproach you have made to this problem. 
| think the record should show that you and Senator Sparkman, 
ho really have alternated as chairmen of that committee as politics 
ive alternated in the Congress, have been nonpartisan. Some evi- 
lence of your nonpartisanship is shown by the fact that when you took 
er the chairmanship from Senator Sparkman the professional 
afl of the committee under Senator Sparkman had been so bipar- 
sanly selected that you saw no need for any substantial change in 
the staff. When Senator Sparkman at the beginning of this session 


took over the committee from you, he likewise found the nonpartisan- 
ship of the staff such that we have continued the staff, except for 
resignations for reasons personal to the members of the statl and in no 
way by way of request of the committee. We have continued the siatl 
as it existed under your chairmanship. 

; am very happy in behalf of this subcommittee to welcome you as 
i Witness this afternoon. You may proceed in your own way. 

wre you begin we will insert in the record a letter addressed 
to me under date of April 23, 1955, by Senator Edward J. Thye. 


UNITED STATES SENATE, 
SELECT COMMITTEE ON SMALL BUSINESS, 
Washington, D. C., April 23, 1955. 
Hon. WAYNE MORSE, 
United States Senate, Washington, D. ¢ 

LyeAR SENATOR MORSE: I appreciate having your letter of April 21 advising me 
that the Subcommittee on Small Business of the Senate Committee on Banking 
and Currency is planning hearings on May 4 and 5 in connection with bills relat- 
ing to the Small Business Administration, such as 8S. 150 and S. 1500 which I 
introduced. I want to avail myself of the opportunity to suggest possible wit- 
nesses on these bills and I shall get in touch with the clerk of the committee 
early next week with reference to this matter. 

I wish to call to your attention a typographical error which appears in S. 1500 
as now before the committee. Line 3, page 1, of the bill as printed refers to 
section 304 (b) of the Small Business Act of 1953. This is a typographical error, 
which does not conform to the draft of the bill as I originally presented it to the 
legislative counsel, and the line should read “section 204 (b) of the Small 
Business Act of 1953.” 

The context of the section in question will clearly indicate that the proposed 
amendment could only apply to section 204 (b) and that the figure in the printed 
copy of the bill is obviously in error. I request, therefore, that if the bill is 
reported for adoption a suitable committee amendment be made to correct this 
error. 

Sincerely yours, 
Enwarp J. THYE, 
United States Senator. 
Senator Morse. Go ahead, Senator Thye. 








40) 
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STATEMENT OF EDWARD J. THYE, A UNITED STATES 
SENATOR FROM THE STATE OF MINNESOTA 


enator Tuyr. Thank you, Mr. Chairman and members of the 


comniunittee. 


It is absolutely true, as you stated, that we have tried to conduct 


his committee on a nonpartisan basis, There Is ho place fora parti 


argument in trying to do for the small-business man. Once the 


ommittee statl have become acquainted with their jobs, it would be a 
oss to the businessman and to the function of this committee if we 
were to disr ip the seasoned and experienced committee stafl members 


»\ 


a change if and when the political organization of the Senate 


hanged. 


or that reason, I was vlad to continue the staff. They were able, 


efheient. hard-working — And Senator Sparkman has done 
kewlse since he assumed : ‘ eain the chairmanship of this committee. 
Mr. Chairman, | am more than happy to have the opportunity of 
tppearing before your committee. [I am vitally concerned with the 
welfare and the future of our Main Street businessmen of this Nation. 
If vou go back over the early history of this land, this United States, 
you will find first you had a wide-open frontier, and our parents—and 


heve I could speak for most of you—plonee ‘red into that wilde 
rea, ana they helped t 0 open up and — the communities. 


Phey developed the business enterprises as well as agriculture. 
Phen, with the change of events, we became nance d in war 
ring a heavy national debt, a debt that we have today, the 

ixation that is imposed upon all. There was a change in the mode 

r our sor levy. 


| 


n our day as voung men—and I am looking at vou three committee 


embers f you were so fortunate as to be a boy in the country on a 


iti 


you 1 variably had your horse, and } was the mode of trans 


portation of that age. If vou were in town it was not necessary that 


Ve 


' 


ked upon as venture capital. 


iave a horse, because you could rent one at the livery stable at a 
\ reasonable cost. Therefore, the drain upon the income of the 


vouth of that veneration was not what it is today. 
r) ; 
at 


r 


e bicycle was always looked upon as a very prosperous young 


pOssesslon. 


he automobile today is what vou have to have if you are a young 
raveling in the society of the average community. And that 


tutomobile costs money not only to acquire but to run. So, at the 


1 


,or 10 vears of work, the average youth has not the op por 
of accumulating any great amount of cash which might be 


— Se 


tT 


erefore, you have this question before VOU: Are you voing to 
guard the youth that he may become a business manager or 


usiness operator / Are you voing to safeguard your Main Streets of 
s Natioy by having a local man as the manager of that business. 


ire you going to have him as an employee of that business, and that 


business being a corporation that may have its parent office in many 
States bevond the border of vour own State? 


hese are all questions that have come to me in the form of 


mples—examples in my own home community, examples as Governor 


when you traveled about the State and you met up with the different 


iii 
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vic leaders and the youth of the ditferent community centers. A 
vou found that too often there was not the opportunity of t] \ 
in acquiring the grocery store or acquiril o th 
leaning establishment, some tvpe of a business that existed on that 
Main Street, that they might be a part of the community 
that property ownership and property management. 
So when I came here to the Senate, | have had in mi d constantly 
d that is one reason why I was serving I believe on the Small 
Lusiness Committee—-to try to make certain that our Main Streets 
ot our cities are comprised of a creat percent or a h 
ndividual ownership and that the youth has 


ana share 


gh percent of 
tl) opportunity of 
becoming one of those business hanagers, 


For that reason I did introduce the ndepende { 1] 


tL Sthbadl business 
ill of 2 vears ago, and it is that bill that we have before u to) 


enewal. 

Senator Morsr. May I interrupt you at that point. Senator / 

Senator Tuyrr. Yes. 

Senator Morse. I want to insert at the beoinn ne of vou testimony 
n the record a letter that I received from you under date of April 23, 
expressing your willingness tO appear as a Withess this aiternoon 
nad calling the committee’s attention to a typographi al error in the 


bill, which Il now read into the record so that the record will 
the correction. 


Show 


That paragraph dealing with the typographical error reads 


as 
follows: 

I wish to call to your attention typographical error whicl ppears in S 
1500 as now before the committee. Line 3. page 1, of the bill as printed refers 
to section 304 (hb) of the Small Business Act of 1953 rl sa typographica 
error, Which does not conform to the draft of the bill as I originally presented 

to the legislative counsel, and the line should read “section 204 ) of the 


Small Business Act of 1953." 


The correction will be shown in the record. The full letter will be 
inserted in the record. 

(The letter referred to will be found on ). Se.) 

Senator Tyr. Mr. Chairman, independent small business, repre 
sented by some 4+ million small-business men in this country today, is 
such an Important sevinent of the national economy that hecessary 
action to continue the Small Business Administration is one of the 
most urgent and immediate obligations before this Congress. 

I appreciate the opportunity to present my views in support of 5S. 
1500, the bill which Senator Capehart and I introduced March 18, to 
pros ide for the continuation of the Small Business Administration as 
an independent Agency of the Government and to embody ‘ertaln 
amendments to the Small Bus ness Act of 1953 recon iended by the 
Admi istration with the objective ot making more effective the fune 
tioning of this agency. 

As chairman of the Small Business Committee of the Senate I had 
the privilege of offering the original legislation creating the Small 
Business Administration, which was embodied in title IT of Pul 
Law 163 of the first session of the 83d Congress, the title being known 
as Small Business Act of 1953. 

This act was finally passed by Congress on July 30, 1953, and signed 


] 


into law the same day by Presid nt Eisenhower. 
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The present law provides for this agency only until June 30 of 
[t = Important that (‘ongress act as expeditiously as possible to 
extenad the oe for the Small Business Administration so 
that there will be disruption or uncertainty in the work of this 
re In its capoiitinng services and usefulness to our independent 


mali-DUSINess ¢ ommunity. 
Phe statement of the purpose ot Congress in establishing the Smal] 





Bus -s Administration as embodied in the present ac t bears repeat- 
vy Tor the underlying philosophy of that policy Ss ited provides 
, common platform hse which all Members of Congress agree. | 
quote from section 202 of the Small ee Act of 1953 as 
tO 4) = 
The essence of the American economic system of private enterprise is fre 
On ! l and free competition can free markets, free entry into busi 
ne and tunities for the expression and growth of personal initiative and 
d ju ent be assured. 
The preservation and expansion of such competition is basic not only to the 
economic well-being but to the security of this Nation. 
Such security and well-being cannot be realized unless the actual and potential 
ty of small business is encouraged and developed. 
It is the declared p liey of the Congress that the Government should aid, 
nae ssist, and protect insofar as is possible the interests of small-business 
concerns in order to preserve free competitive enterprise, to insure that a fair 
proportion of the total purchases and contracts for supplies and services for the 
Gover ent be placed with small-business enterprises, and to maintain and 
stren then the overall economy of the Nation 


Every agency of Government has a part in fostering a healthy eco- 
nomic climate. 

The Small Business Administration is unique because it was spe- 
lly established to assist, counsel, and foster small business and 
thereby maintain Leattiey, free competitive enterprise and keep open 
the Qa of opportunity. It is the first peacetime independent Gov- 
ernment agency devoted exclusively to the problems of the small- 
business man. 

The wisdom of Congress and the President in establishing the 
Small Business Administration has been demonstrated. 

I have obtained from the Small Business Administration some sta- 
tistics all information as to its activities during the 21 months it has 
been in operation. These I have incorporated in a separate statement 
which I submit for the hearing record and that will be made available 
to the reporter. 

Senator Morse. The statement will be included at this point in the 
rec ord. 

(The statement referred to follows:) 
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Deferred partictpations Continues 
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senator THYE. | also have compiled excerpts Tron representa 
etters from successful small-business people in my State which | 


lieve will be of interest to members of this subcommittee as reve ling 


he views of independent businessmen on the need f the Small B 

ess Administration, and | would apprec ate \ oO these statements 
itso made a part of the transcript of the hea u’, | ev are just short 
excerpts from various businessmen’s letters, and thi ippen to rep 


resent some of the outstanding business people f Minnesota. I offer 
that for the record. 
Senator Morse. The letters as identified by 


é es vil ‘ 

luded at this point in the record. 

(The excerpts refer red to follow ah 

VIEWS OF INDEPENDENT SMALL-I:USINESS MEN IN | 8 
I have had letters from many independe S] . e) e 
ported efforts to establish and to maintai he S tusiness oA 

on. The following are typical expressions from these | S peo] 

Mr. Sylvan J. Mack, M. & L. Motor Supply Co., St es 

en of America need the Small Business Administratio | 

e to preserve small business in this country Yo s} sugges é 
only one I would like to add to the three major phases ‘ en 
it try to set up some kind of liaison between it and tl Jus Departme SO 
that many of the decisions of the courts and the Feder ry e ( miss in 
be implemented and executed in behalf of small busines 

Mr. George (. Jones, 560 Northwestern Bank Building ipolis Il have 
always been sympathetic with small business and have le omew hat tical 
of the larger lending institutions who would not give ver Col 
to louns to the newer companies. Our effi is continually striving to be of 

sistance to these people. ‘There are many sound i colpanies which cannot 
get term financing through regular channels who should have consideration 
by the Small Business Agency, and I feel sure this is being done I h: ten 
said, if we cannot take care of Small companies and assist them in growing ‘ 


cannot have many new large companies.” 

Mr. Ray L. Lyons, vice president, Walter Haertel Co., Minneapolis: “I am 
pleased that action is being taken by Congress to continue the Small Business 
Administration. This agency has been doing an outstanding 
assistance to small business and I am sure that 
support the continuance of this agency.” 

Mr. C. E. Holmquist, vice president of the Queen Stove Works, Inc., Albert 
Lea, Minn.: “I believe that the success of the Small Business Administration, 
up to this point, merits the continuation of this agency. One of the big helps to 
small business is the financial assistance, but I believe the amount should be 
raised to $160,000 technical assistance, 


iob it providing 
most small-business firms will 


I think as time goes on the procurement 
and Management assistance will be taken advantage of, although there are many 
small concerns in this particular area who know only abo the financial end 
of it. I believe that the other two branches are just as important as the financial 
branch. I know, several businesses in this area who, after tf] 
are now employing a considerable number of peopl 
continuation of this agency is very important.” 

Mr. Bob Cosgriff. secretary-manager, Faribault (Minn.) ¢ 
merce: “Your small-business legislation meets wholeheartedly with our approval. 
We have noted that this agency is becoming increasingly more effective. We are 
also pleased that private banks have joined with the 
tration in extending credit.” 

Mr. FE. W. Hawkinson, president, Paul BE. Hawkinson Co... Minneapolis: “Our 
past history of the United States has proven that it was t) 


ey got some help, 
so I think that the 
hamber of Com- 


Small Business Adminis- 


the small business 


and industry which made our country What it is today To discontinue the 
Small Business Administration would be a step backward It is my recom- 
mendation that the three major phases of the agency's activities be continued ; 


namely, the loaning functions, procurement and technical 
agement assistance.” 

Mr. Alan C. McIntosh, publisher, Rock County Star Herald, Luverne, Minn.: 
“T cannot offer any constructive suggestions as to the technical phases of the 
hill but I can say this, that the Small Business Administration is more vitally 


assistance, and man 
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needed now than ever before. Frankly, I am getting scared about the ‘bigness 
of business.’ Everything gets bigger and more impossible for the small chap. 
What you are trying to do in strengthening SBA and the Senate Committee on 
Small Business will provide the dike to preserve the opportunity for the little 
operator to survive.” 

Senator Tnye. I shall not go into a technical analysis of the various 
provisions of S. 1500, as I believe the details and the purpose of the 
various amendments to the Small Business Act of 1953 are covered 
in the departmental report and will be more fully explored as the 
hear ings proceed. 

In general, the amendments to combine disaster and business loan 
fund appropriations, fix fees for consultants, authorize participation- 
type loans in the disaster program, and permit maturity extension of 
loans to aid in liquidation appear to me to be justified. 

These amendments have been recommended by the administration, 
together with a language revision in the provision for personnel in 
the so-called supergrades and an additional change relating to em- 
ployment of fee attorneys. 

The change in language concerning the appointment of persons in 
supergrades has been suggested in order that the provisions of the 
bill will conform to the general practice with relation to provisions 
for supergrades in other agencies and departments of the Government. 

Mr. Chairman, I had prepared certain amendments to the bill that 
[ had introduced. I did not offer that on the Senate floor as a cor- 
recting amendment to the bill that I originally introduced, but as I 
proceeded to study the question and the fact that certain position 
grades would expire under the old act, 1 found it necessary to be cer- 
tain that the new act, if my Act 1500 was approved, include these pro- 
posed amendments. I have them in full here. The amendments will 
accompany my statement. According to the legislative drafting 
counsel, these two amendments that I have here in my hand would 
amen id the act so as to take care of the personnel question and also the 
other slight amendments that I have referred to. 

Senator Morse, The amendments just described by Senator Thye 
will be incorporated in the record at this point. The staff is in- 
structed to paste the amendments to the copies of the bill for the use 
of the subcommittee in executive session when we come to marking 
up the bill. 

(The amendments referred to follow :) 


[S. 1500, 84th Cong., Ist sess.] 
AMENDMENT 


Intended to be proposed by Mr. Thye to the bill (S. 1500) to amend the Small 
Business Act of 1953, viz: On page 2, strike out lines 4 through 11, and insert in 
lieu thereof the following: 

‘(2) by inserting at the end thereof the following: ‘Subject to the standards 
and procedures under section 505 of the Classification Act of 1949, as amended, 
not to exceed 15 positions in the Small Business Administration may be placed 
in grades 16, 17, and 18 of the General Schedule established by that Act, and 
any such positions shall be additional to the number authorized by such section.’ ’ 


[S. 1500, 84ih Cong., Ist sess.] 
AMENDMENTS 
Intended to be proposed by Mr. Thye to the bill (S. 1500) to amend the Small 


Business Act of 1953, viz: On page 2, between lines 11 and 12, insert the following 
new subsection : 
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(b) Paragraph (7) of section 205 (b) of such Act is amended by 
mmediately following ‘all actions’ the following: 
ent of the services of attorneys by contract,’ 

On page 2, line 12, strike out “(b)” and insert in lieu thereof “(¢c)” 


inserting 
including the procure- 


Senator Morse. You may proceed. 

Senator Tre. My chief purpose of introducing S. 150, to give the 
Small Business Administration permanent status, and S. 1500, which 

ikewise embodies this major objective as well as imide for the 
.\dministrative changes, has been to make certain that small business 
n this country re ‘elves the recognition it deserves and the help it 
needs at this time. 

I want to emphasize one important phase of the services of the Small 
susiness Administration that is often overlooked. 

{ look upon the loaning functions of the agency with the same 

thought and philosophy in mind as that we have embodied in the 
Farmers’ Home Administration loans. Mr. Chairman, you know 
better than I there is no act of Congress that assured as well a worthy 
young farm couple the opportunity to become good renter. We call 
them renters in the western part. Some will refer to them as a tenant. 
But whatever classification you put them in, you want to assure that 
you have got a good young farm couple operating a farm. Oftentimes 
they were the ones that bought the farm as soon as the owner offered 
t for sale. Nothing has assured America of the continuance of 
‘amily farm-type operation as much as the Farmers’ Home Admin- 
stration loans. 

I operate a sizable farm, and I have done it for vears with hired 
help, and in my neighborhood are any number of young farm families 
that got their start from and through an FHA loan. 

Senator Morse. And subsequently bought the farm, too / 

Senator Tuyr. Yes they have, many of them. And the fact was 
the young man had the experience of farm operation as a hired hand. 
Then when he met up with some young lady and they married, to 
start out farming in this day when it requires anywhere from $5,000 
up to $12,000 worth of machinery and equipment to do the i 
properly there was no opportunity of that young couple gett) 
such money. The local bank, as willing as they often were ey 
unxious as they were to get this young couple located in that com 
munity, had certain restrictions, both Federal and State, imposed 
upon them that deny that bank taking a chance just on what you 
might term the character of the couple versus the collateral that they 
can secure as they advance the money and they purchase the equip- 
ment. That is a little chance which our banking departments deny 
the banker to take. And it was the FHA, the Farmers’ Home 
Administ ration, that permitted you to take a slight chance, and that 

s how you have established so many, good, able, young families on 
ane that later became the very foundation of a good community 
and your good schools and chureh centers and all that goes to make 
up an excellent community. 

I have a little of that same feeling when I am thinking about «: ving 
to help a small-business man or a young chap who has been working 
for a number of years and has proven his trustworthiness and his 
ability but he has not been able to save enough so that he can make 
the initial downpayment. And the local bank, even though they 
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re to give him a loan, is not In any position to go ahead and 


( | money 
erefore, with this type of a loaning agency that is embodied in this 
I bill. the ageney here in Washington in cooperation wit 
elr State agencies and the local a go about developing, ¢ ‘reating 
necessary agreement and understanding and busimess practice th: 
Lat youl Y pan asa manager of that business. And t then vou 
ive n perpetuation of what made America ereat, and that is indi 
i! free enterp! and individual initiative, and you have eivel 
‘ ortunit when vou have made the ne essary loan ava 
‘im to #@o into that kind of business. 
\ it L see t| s, and that is one reason, Mr. Chairman, tha 
nough to suggest an indefinite life for this act. l realizes 
OULCL be l e Opposition to tn indefinite | ife, but ( ‘ongress 


yr amend or bring it to an end any time they desire, But 


Mr. Barnes is going to say to the local banker—and I am now speak 
\l Barnes the director “€ one n here now and you and | 

vet a iwreement here from this young man or this little corpo 
sto it kind of a busines enterprise they are going to tevelop 
d the kind of business management that they will agree to 
busines, ana then vou, My. Banker, I want to participate ut 


oY percent of this loan. that local banker, if he thinks there 
] } } . ’ ' 
only going to be another 6 or S months of the program and that 


vossibly what we would be faced with because we have not got that 
rth of time under the present act, you see, before it expires Is not 


Yr to be enthusiastic. He is not going to be certain as to what 
oOngress W l| do Hert. And if (C‘ongress does not renew or extend 
e act, thes anyvth © that he has entered into is volng to have to be 
ced over under another agency of some kind to administer. It will 


ionvel be admin stered by the person nel Wl ith whom he is cle aling 
day in the form of the representative of the Small Business A¢ 
stration, the State offices that you have in existence throughout 

ls N ion. 

Kor that reasoh,. you are placing the act somewhat under a cloud of 
estion as to what will happen to the act in the next year or in the 

xt few months. 


So that is one reason why | Was bold enough even in the face ot the 
t that I could not vet a friendly administrative support to suggest 


nadet nite extension, 

You will find a letter in here, and I have a copy of it, that was ad- 
essed to Senator Fulbright. It makes mention of the fact that the 
eau of the Budge has no objection to the submission of this re- 


rt and that, as requested, this report is submitted in copies. This is 


gned by Mr. Barnes. And he says here: 


We understand a 2-year extension to be in accord with the President’s program. 


So this is what I had reference to when I state that I know that the 


\dministration was thinking about a2 -vear extension. 


I feel that if we are going to aie full cooperation on the part of 
e banks in joint participation in these loans you are going to have 
hold out some incentive here that you mean business and that you 
e going to leave this in continued operation as long as its record 
history cecal, 
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I am confident that we can have an administrative function that will 
just as good as the FHA loan administration has been, and that has 
een continued vear after vear, ahd there is no question about it. 


[ just leave these thoughts with you, Mr. Chairman, for the simp 


reasol that 10 Is hecessary 1) this day « 1 rT) { AC to considel this. 
{f cannot foresee when we are ever Foing t Ly hnder a very lig 
tax burden in view of vour national debt crowding well above S275 
ik lhon and your local conmmu ties ever 1] eed of addition i] mone 
Tol schoo] eXpansion ana mprovements ofr tow Shilp het COUNTY 
l mids. Your townships are ce mpelled ow to construct roads ft eet 
the se hool bus needs of the school vear, and that Ss Al te out 
tie reas where vou have a teri ¢ amount of s ) oO 

vet Vour re cis ly “ ehnou ~( Sy ive i Lee t¢ \ ( ] 

ow when vou try to clear the snow otf those roads 

so we are going to have a tax burden up our people Tor some ti 
to ome, and With that weavy ft X Ourdael VOUr Vout oT ti hana { 
rome to be able to ive up mueh money thyeat en) > put away on 
deposit in banks to be drawn on as venture capital 1f and when they 
want to become a private businessman by acquiring an ott station 
ora ary cleann oO establish ‘nt or some little Ma street - ess 


that is offered for sale DY the present owner. 
That isthe main thought that Ihave. And I realize, Mr. Chairman, 
Lut | nin really taking more time of this committee than I should, 
but I was referring to this small business act and this loaning ag 


1 


vel 
and I just think now in terms of the young people and oftentimes 
middle-aged people as well who have assumed through these loans the 
responsibility ot eood citizenship and are maki oy \ tal contribution 
to the Food schools and townships and communities. 


Senator Morsr. May I interrupt at that point é 

Senator THyk. Yes. 

Senator Morse. In regard to the life of the agency to which you 
testified, I think you make a very persuasive argument for an indefi 


lite term of life, because of the fact that Congress always has the 
power to bring an agency to a close by legislation. But you brought 


out that one of your main reasons for wanting an indefinite term 
was you thought it would greatly assist the agency in its negotiations 
with the loeal banks beeai 


ise the local bank would be more willing 
to participate and cooperate if it had reasonable grounds for belie, 
ine the agency is of indefinite life. 

I think that is very persuasive. But I would like to assign the 
staff another memorandum, because I can well imagine either in 
committee or on the floor of the Senate there will be those who will 
prefer a fixed term and then a renewal at the end of that period of 
vears. It would be helpful at least to the chairman, because I never 
like to curbstone on legal problems, although I have a very definite 
leoa| opinion on this matter which I will not disclose at this time 
because | prefer to get the backing for it in the law if my opinion 1S 
correct, 

I would like to have you prepare a memorandum for me as to the 
iegal status of loans made during a fixed-term life of an agency such 
as the Small Business Administration and then the expiration of 
that term and a failure on the part of the Congress to renew the hfe 


62459—55—-—_& 
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of the agency. Il suggest thta you draw heavily upon our experience 
nder REC as well as other agencies that have gone out of legislative 
existence but in regard to which the legal obligations continue for the 
period of its commitments made during the preexisting legislative 
ife of the agency. 

I think, Senator, that we should have before us the legal materia! 
it we may need in debate as the Senate is called upon to choose 
et ween the alternatives, the indefinite period that you recommend, and 

‘h Tam frank to say I tentatively think has great merit, and the 
xed-term period, because it may be that what we are dealing with here 
n the last analysis is the psychological factor more than the legal 
inetor, but psychological tactors are very unportant in the Opera 

m of our economy. 

[f the stalf has any doubt as to the composition of that memorandum 

Ti vhat is to be inel uled is concerned On the basis of what ] 
have said, I will be glad to confer with you personally about it. But 
n essence | think we _ a legal memorandum advising the com- 
loan made by this agency will be 
ifter the legislative expi ration of the agency in case Congress should 
determine it should expire. 

Senator Tryr. Mr, Chairman, I appreciate the fact that you are 
SOUT chin g into that p hi ise of the question, because I believe that as 

tain that information we may have a supporting argument in 
favor of a ‘nen r period of time. 

I do know that the Small Business Administration has an excellent 
record of getting cooper: ation. Mr. Barnes is here. I know that he 
can answer that question much better than I. But my observation, in 
ose contact with the agency in Minnesota, and coming directly in 
contact with the men that made the application and then the loan 
was adjudicated by the bank’s cooperation and all, it is a certainty with 
such cooperation that you are not destroying your local bank. You are 
actually supplementing and assisting the local bank to broaden the 
business activities in his community, and oftentimes it is the means 
of bringing a new business into the community that you otherwse 
would not be successful in bringing in if you did not have some means 
of assisting the local bank to make the necessary financing of that 
ente rprise. 

Only through the services of an agency such as SBA are we going to 
make certain that we offer to the people of our towns and cities and 
urban areas an opportunity to become the business managers or oper- 
ators on our main streets. 

With the present high taxes and the high standard of living in 
our society, with the modern conveniences which are actually necessi- 
ties these days, for homes and automobiles, young people especially 
find demands upon their earnings denies them the opportunity of sav- 
ing enough to permit them to have the necessary funds to acquire a 
business of any kind. 

Without sufficient collateral the local bank, because of restric- 
tions imposed by both State and Federal Governments, are oftentimes 
unable to advance the necessary funds to permit these young couples 
the financial means to enter into and acquire a business of their own. 
W ikleneh such op ae er for youth, there is too great a threat to our 
free enterprise system and we will have the small, individual owner- 


mittee as to what the st; us of any 


» lo « 
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ships deteriorating and disappearing, absorbed entirely by corpora- 
tions or chain groups. That we do not want. 

Therefore, | have felt that this Small Business Administration, 
properly administered, safeguarded as it is by the limitation on the 
size of the loan, provides means of reaching the youth of our Nation 
especially and helping them in much the same manner as we have so 
often been able to help the young farmer under Farmers Home Ad- 
ministration loans. 

To abolish the Small Business Administration altogether would be 
such an obviously backward step that I doubt if such a proposal would 
muster a single vote among responsible Members of Congress. 

To bury the work of small business in a subordinate division of 
another executive department would be almost as unwise for it would 
fail to recognize the major dangers that beset small business at this 
time or the Importance of small business to the Nation. 

To allow the agency to drift, uncertain of its future, would jeopard- 
ize the large investment in services and in appropriations already 
made. 

I believe we should place a firm foundation under the Small Business 

\dministration and not limit it to merely a 2-year extension. 

My reasons for introducing legislation without specifying the life 
of the agency was simply this—vyou cannot expect the local banks 
to participate jointly in loans, with the Small Business Administra- 
tion, if they know the agency will expire within a matter of a few 
months. This uncertainty would place the bank’s joint participation 
in jeopardy. Such provision of the act in itself is a deterrent, or a 
discouragement, of joint participation. In a sense, it defeats the act 
instead of encouraging a general acceptance. 

Furthermore, it is apparent that any act can be repealed or revised, 
the activities of any agency reviewed, at any session of Congress. 

It is highly essential to maintain the individual identity of agencies 
established to assist small business for three major reasons: 

1. Small business is a vital part of our national economy and the 
backbone of our free enterprise system. 

2. Small business must have a chance to share in the defense build- 
up in which we are engaged. 

3. Small business must be encouraged and strengthened in the face 
of known tendencies toward monopoly in many enterprises and the 
power of mere bigness in the industrial and business fields. 

Forthright and prompt action by Congress to preserve the one 
agency of Government designed to help and to foster small business 
will give our millions of small business people a real lift in morale 
that will have a beneficial effect on the whole country. 

Mr. Chairman, that concludes my statement, and I certainly thank 
you for the opportunity that I have been privileged to have here this 
afternoon. 

Senator Bratt. Mr. Chairman, I have no questions, but I do want 
to congratulate Senator Thye and thank him for that very enlighten- 
ing statement. I think it is going to be most helpful to us, Mr. Chair- 
man, in writing up this bill. 

Senator Ture. I appreciate you saying that, Senator Beall, because 
I have watched small-business men, and I have watched the youth in 
my own community, and I just want them to have the same chance 











112 XTENSION OF SMALL BUSINESS ADMINISTRATION 


that those of us 50 or 40 years ago had. We did not have the eXcise 
taxes, and there were still a few spots here and there about the Nation 
it had some free territory or pon land that we could gamble with 


f we wanted to go out into that area. The youth of today do not have 
hose opportu ities within the con ce of the United states in just 
e Same mnanner that mV parents or 1 or either one of you had. 
~ itor Bean. That is w Ni it ] was thin king about, Senator. Whe 
vere talkn I was thinking about my own community, my own 
state, and the 1 mber of young met | have seen come out of the serv 
with a lack of opportunity to get mto business for themselves, 


S most lmportant that we encourage. 
Senator Tryr. It certainly is. 
senatol LORSE. senatol Phve. { has heen a pl vilege for the con 
ttee to have vour testimony. We thank you ver\ much. The Chair 
e .Z-n nute seventh-inning recess. 
Whereupon a short recess was taken.) 
Senator Morse. The hearing will come to order. Our next witness 
Mi Wendell Lb. Barnes, Admuinistratoi of the Small Business 
\d histration, We are olad to have you, Mr. Barnes. You may 


proceed 1h vour own Way. 


STATEMENT BY WENDELL B. BARNES, ADMINISTRATOR OF THE 
SMALL BUSINESS ADMINISTRATION 


\[r. BARNES. It sa privilege to have the opportunity to appear be- 
Pore This subcommittee of the Conunittee on Banking and Currency LO 
Iv on legislation to extend the lite of the Small Business Admin- 
ition, Which expires under existing law on June 30, 1955. 
I think I should say at the outset that it has been my pleasure and 

lege to work with both Senator Thye and Senator Sparkm: in who 
both have been helpful and objective and very fairminded in all their 
Ings ait me personally and with my agency. 

I would like to review briefly the activities of the Small Business 
Administration in each of its major program areas. 

lnder the Small Business Act of 1953, Congress gave the Agency 
rou. prin Ipal functions: 

First, to counsel with small firms on their financial problems and to 


assist them in obtaining manne credit; if private credit is not avail- 
ible on reasonable terms, to participate in loans by private lending 


nstitutions, or to m: ike hee (rovernment loans to the firms: 

Second, to make loans fol rehabilitation of smal] businesses and 

omes damaged or destroved by natural disasters. such as storms and 
flood: 

Third, to help small businesses obtain a fair share of the Govern- 
ment’s contracts for supplies and services; and 

Fourth, to assist small firms in solving their management and pro- 
duction problems. 

Section 204 (b) of the Small Business Act of 1953 authorizes ap- 
propriations totaling S275 million to a revolving Kata in the Treasury, 
of which not to exceed $150 million would be available for business 
loans, 325 million for disaster loans, and $100 million for the taking 
of prime contracts and the subcontracting of the work to small business. 

Against this authorization of $275 million, the Congress has appro- 
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priated a total of SSO million which is available for all three of the 
.forementioned purposes, Of this total, a littl over 34 million has 
een transferred to the appropriation Tol administrative expenses, 


} 


AVING ab out S76 thi illion availab e tol lend ne. 


Through oan 15,1955. SBA had approved 2.528 loans for the total 
umount of S79. 875.000. SBA’s share of this total was S67. S00.000, 
Llowever, after taking into consideration cancellation of approved 


amounts and repayments by borrowers on loans disbursed. there was 


ipproximate ly 825 million uncommitted in the SBA revolving fund 
as of March 31, 1955. 

Of these loans approved, 1.382 were business loans in the gross 
mount of 872,074,000 with SBA’s share being 860,072,000. The re 


loans ror S7 SOL OOE A 


naming 1.146 were disaster 
an approving the 2,528 loans, SBA acted upon a total of 5,082 ap 
‘ations of which 2.554 were declined for various reasons. Of the 
aalasine 2,576 were applications for business loans, and 176 were 
requests for disaster loans. 

In addition, SBA is administering more than 3,000 disaster loans 
made by the Reconstruction Finance Corporation which have been 
transferred to the ageney for collection. 

Actions were taken on loans with full consciousness of our obliga 
tioh, as prescribed by the act, to make only loans which are of such 
sound value or so secured as reasonably to assure re pom nt. This 
has been our criteria when taking action on loan ap pli cations. How 
ever, we have always given full weight to our obligation a objective 
inder the act to provide needed financing to small-business concerns 
when it is not otherwise available. 

All applicants, of course, cannot qualify but we do make a sincere 
etfort to make loans where there Is merit and there S kelihood that 
pubhe funds advanced will be repaid. 

In keeping with the intent of Congress. when it established thx 
Small Business Administr: ation, it is the age Me v's policy to cooper: ate, 
not compete, with the priv: ate lending institutions of the a ke 
How well we have succeeded in this objective is de er be 
lieve, by the fact that 66 percent of our loans have beer ae Ipa 
tion with private financial institutions. That is 66 ieaall of the 
business loans. 

Further, in 75 percent of these participation loans, the Small Busi 
ness Administration's participation is on a deferred basis, which means 
that the bank will disburse the entire loan, and most likely the funds 
for which the agency is committed will never be withdrawn from the 
Treasury. 

As still another indication of our desire to cooperate fully with 
private lenders, and of our belief that one of the best services we can 
vender to a small business is to assist it in developing a private line 
of credit, we have recently placed on sale to banks and other private 
lenders $5 million in direct business loans made by the agency. 

j These are all seasoned loans which have been outstanding for 6 
months or more, and are available to private lenders on the same terms 
: they were made by the Government. We expect to make further 
offerings from time to time as loans more recently oranted are 
seasoned. 
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I think the committee would be interested to know that we late last 
week consummated or had word of the first sale of these loans that we 
had placed up for sale to private banks, and we were successful 
I f selling the irst two loans. 

(nd this, of course, will have the effect of releasing commitments 
against our revolving fund and make less appropriation to the revoly 
ne fund necessary. 

Another significant fact about the agency’s business lending pro 
gram is that most of our loans have gone to the smaller members of 
the small-business community. A recent analysis showed that more 
than 88 percent of the agency’s loans to m: unufacturers have gone to 
firms which employ fewer than LOO persons. In addition, 66.1 per 

nt by number and 33 percent of the dollar amount of the business 
loans approve dh: ts a on under $50,000. 

Our agency has been assigned the disaster-loan responsibility for 

erly exere ised by RFC. Due to the number of hurricanes, tornadoes, 

d floods in the past year there has been an unusual amount of activ 
ty in this field; in fact, more than anticipated at the time staffing an¢ 
budget requirements were deve loped. 

: other and equally important part of the Small Business Admin 
ation’s financial-assistance program is counseling with small firms 
( ‘the r financial problems. Through its trained financial specialists, 
the agency gives small firms advice and counsel on financial manage 
ment problems and in some cases active aid in meeting the credit 

urements of private lending sources. In the first 9 months of this 

‘al year alone our field offices have reported approximately 5,500 
cases of financial counseling. 

(ur records also show that of the loan applications authorized by 
the agency and later canceled at the request of the ap yplic ant, ap prox 
imately 40 percent have been canceled due to the borrower's subse 
quent ability to obtain financing from private sources, In many of 
these cases, it w the agency’s assistance that made it possib le for 
them to obtain private funds. 

Under its procurement assistance program, the Small Business Ad- 
ministration assists small firms to obtain a greater share of Govern 
ment contracts, as well as subeontracts with large concerns. 

By agreement between the Department of Defense and the Small 
Business Administration, representatives of the two agencies jointly 
review proposed military purchases and determine which ones should 
be set aside for exclusive award to small business. This * foe deter 

ination” program has resulted in approximately a half billion dol 
lars in proposed military purchases being reserved for small business. 
Small firms already have received almost 3,600 contracts totaling 
about S221 ssiliaane 

We also have agreements covering coope rative prograins, designed 
1o increase the shi ire of the in pure ‘hi ases going to smi: all fir ms, W ith other 

vencies, including the General Services Administration, the Atomic 
Energy Commission, and the Post Office Department. These vary 
from supplying additional names for bid lists to use of the join 

determination and certificate of competency procedures with the other 


agenc ies. 


The Smal! Business Administration is authorized to certify to the 
financial and technical competency of small firms to carry out specific 
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(government contracts on which they are low bidders. These certif 
cates, issued only after a careful study by our staff specialists, con 
vince us that the small firm actually is capable of performing the 
ontract satisfactorily. So far, our activities have resulted in the 
ssuance of 81 certificates covering procurements totaling $8,992,352. 

Through the Small Business Administration’s field offices, nell 

ms have available within their own areas a ready source of ee 
tion on opportunities to sell to the Government, method of getting on 
bidders’ lists, and counseling on production and related Sesihea 
Each regional office of the agency maintains an inventory of small- 
plant facilities in its area and uses the inventory to call prime contract 
and subeontract opportunities to the attention of small firms which 
have the necessary facilities to bid on them. 

More than 223,000 notifications of procurement opportunities have 
heen made to small firms since the start of the agency. Since July 1 
1954, some 2,136 contracts totaling more than $185 million have been 
iwarded to small firms notified of the procurement opportunities in 
Government by the Small Business Administration. 

We also provide a number of other tools designed to assist small 
rms in their efforts to obtain Government business. For example, 
the agency provides small firms with information on the specifications 
used by the Government in its purchasing activities, ad has pub 
lished two directories—the United States Government Purchasing 
Directory and the United States Government Specifications Direc- 

tory—to guide small firms in selling to the Government. 

The Small Business Administration’s fourth major progr: im, man 
ager ial and production assistance, embraces a number of services to 
mall business. 

We provide small firms with publications on important management 

and technical subjects, prepared largely by recognized experts in 
private industry. These fall into three general classifications, known 
as Management Aids, Technical Aids, and Small Marketers Aids. 
More than 1,275,000 copies of these have been distributed _ SBA 
Many other thousands have been reprinted and distributed at no cost 
to the Government, by trade associations and other private organiza 
tions, 


The agency also has published 16 booklets dealing at gre: ater length 
with important management subjects and also w ritten, for the most 
part, by specialists of private industry. More than 285,000 copies = 


tinese bookle ts have been sold by the Government Printing Office, whi 
sells them at a very small fee. 

Often, a very serious problem of the small-business owner or man 
ager is lack of a well-rounded administrative background. The owner 
or manager may have very broad experience in the sales field, 
production, or in some other area of business, but may not ee the 
overall grasp of administration that is so necessary to success. 

To help these small-business owners and managers, the Smal! Busi 
ness Administration, in cooperation with leading educational insti 
tutions, is providing short evening courses in administrative manage 
ment, 

We began this program in the spring of 1954 on a test basis, in 
two universities. The response was so enthusiastic, both from the 
businessmen who attended the first 2 courses and from the partici- 
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patting universities themselves, that the program has been expahaes 
to include 54 courses in 38 educational institutions during the 1954-5: 


0] ind college vear. 
\bout 2.000 small-business owners and managers will attend the 


courses this school Vvear. Many of the courses have been oversub 
ribed within a short time after they were announced. 
\nother Small Business Administration service which also might 
be termed a ploneel ne effort is the products-as sistance program. Like 
e administrative-management courses, this program has met wit! 


widespread interest on the part of businessmen. 
ln the products-ass stance program, the agency seeks to serve as 
clearinghouse from which small firms may en and guidances 
product development and improvement, and in locating and mat 
Keting anew product. 


Che introduction of new products and diversification of products 
ive Tactors which mak e our economy dyn: Unie and strony. The Na 
tions small businesses gener: ally do not have the ability to maintal 
researeh and development faciliti les and therefore have a problen 


nh remamimg up to date in produet and marketin o techniques, Any 
thing the Small Business Administration can do through its products 
assistance program in acquainting the business community with nev 
ana mproved product possibilities e: an contribute to the overall em 
ploviment and economic strength. 


Phe Small Busimess Administration maintains a register of prod 


i@ts, entions, or commercial ideas whose 1'¢ spective OW hers have 
ide them available for commercial development or distribution. 
Lo plement this service, the agency maintains a similar register of 
urers who are interested in obtaining new products to manu 

Pacts 
We also have enlisted the cooperation of large firms who are fre 
quent \ otfered new Improvements and processes, We are receiving 
from them inventions and commercial products which have possible 
merit and which do not fit into their scope of activities. In such eases. 
fhe til refers the inventors to SBA as a possible source to assist in 
bringing them together with small concerns looking for new products. 


As still anothe part of the products assistance program, we are 
bringing to the attention of small firms the many Government-owned 
patents which are available for licensing. 

\lthough this service is relatively new—it has been under way just 
a few months now—the agency has already taken action on more 
than 2,000 products assistance cases. 

The Small Business Administration also maintains a field staff of 
produ ction specialists who assist small firms in a number of ways. 
For examp ile, they give technical engineering counsel and assistance 
to small firms. and he lp them with problems in regard to Government 
specifications, obtaining materials and equipment which are in short 
supply, and applying for accelerated tax amortization privileges. 

Phat is a brief outline of our four major programs and our accom- 
plishments in them to date. 

Phe total 1 wee of employees in the Small Business Administra- 
tion on April 5 955, a 

With the exce ption of an accounting unit for disaster loans which 
is located in Chicago, our administrative functions are at present 
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tral zed 1h Washington. Th s central ZATION = deel reta ed 
in economy measure, since the ageney has not been of suthcient 
eto justify decentralization of the staff functions. 

The Small Business Administration field oren ition consists of 
regional offices, varying in size of staf from 13 to 49, and 26 branch 


es, Which Vary in size trom 2 to 9 employees. 
(ur appropriation for the current vear totaled $4,675,000 for 


| ives and expenses. In add tion, SO14.000 was made \ ible to 
wency to covel the cost ot hag dlia Yr and collect x t] e RE¢ Cis 


i t 


ter loan activities, and the agency has received a supplem«e ntal ap 


ropriation., for salaries and expe ses, of SPP4.000 Thus the total 
} cae : . } } 
ls available to the agency this fiscal vear for he adi stration 


f all services are $5,513,000, 


The Small Business Administration has now had the benefit of 2 


us. experience In operating under the Small B sc Act of 1953 
We have found that this act on the whole ‘ontains wood and OVkK 
leo siation. 
| ie membership of the Loa Pole, Boar Is ¢ posed, OT Tlie \d 
strator of the Small Business Administration, the Secretary of 
Treasury, and the secretary oft ¢ Onmre rece, It Is NV OPlhiol t | it 
¢ waVISOTY board performs an essent 1 fun \ sho 
etained. It is the alm of the board to interpret onstructivety the 
efined purposes of the agency's lending activ t\ aha, ie { e 
and restrictions preset bed by the act. to ¢€ blis| pol o 
ch will meet the legitimate credit needs of small bi ss tot 
iximum extent. 
The board cloes not supervise the day to-day lending auctrtiy oO} 
agency ol take any other part iInits mal agement: if ther reviews 
oans nor makes any determination with respect to them. Generally, 
| ding program should be conducted without al rd mr” Trie 
strative officials to consult with on general policy matters | 
particularly true in Government, where fiscal policies and ol 
atters of public interest are involved. 
Ni bank, Insurance company, o1 SAVINGS al dl le ll Col vel \ ( pel ites 
lending program without a board to establis! 1 licies tor the 
organization, and to advise the management. It is not reasonable, 


ther in private banking or in Government lending programs, wl 


irae sullus are involved, to ask one Indiv dual fo assume respol sib lity 
both for the making of all policies and for the mnagement of ill 


operations. 

I have reported to the board from time to time on changes in polcy 
which I believed desirable. A fter objective cons ideration and marsha 
ng the facts, the board has acted on my suggestions. It has lowered 


oO 
the interest rates on disaster loans, has made additional types of small 
usinesses eligible for loans and has helped to interpret policies pre 
viously announced by the board. 
It has provided an important avenue of communication and a means 
of coordinating policies with other Government departments having 


~ 
} 


VASIC governmental fiscal responsibilities and IMportant service assien 
ments closely related to and affected by those of the Small Business 
\dministration. It is my personal conviction as well as official recom- 
mendation that the board be retained in its present form. 

The suggestion has been made that the present limitation of $150,000 


on our business loans be revised upward. I might point out that in 
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¢ 


the case of agency participation in loans with lending institutions, 


in in excess of the $150,000 maximum may be made, since the statu 
ry limitation applies only to the Small Business Administration 
: | 4 : 

mire of the loan. Several such larger loans have been mace. 


As a matter of fact, 22 such loans have been made for a total 


percent of the total dollars loaned, 


| mieht add that the average size ¢ f oul business loans has been 
$52,152. Further, the Reconstruction Finance Corporation, which 


had no dollar limitations on its loans, found that 90 percent of them 
ere for $100,000 or less. It is the Administration's view therefore, 

that no need has been demonstrated for an increase in the present 
iaXimum loan limitation of SL50.000. 

We ind that the act can anal should be luiproved by the addition ot 

number of amendments which have to do with the administration of 

e small-business program. For this reason, we have recommended 
hat the Small Business Act of 1953 be amended so as to combine the 

saster and business loan fund appropriations, i. e., in the revolving 

und, to fix the maximum fees for consultants, and, in order to assist 
n the orderly liquidation of certan loans, to permit the extension of 
uch loans beyond the present 10-year maximum period. 

In addition, at the suggestion of the Comptroller General, we are 
requesting that the present law be amended, specifically to authorize 
participation type loans in the disaster loan program and to clarify 
the authority to retain the services of fee counsel in the disaster loan 
program where such authority is a necessity, and in other instances 

vhere the retention of fee counsel would be economical and efficient. 

It is anticipated that the foregoing changes, which are in the nature 
of remedial provisions, will result in improved administration of the 
mall business program. 

The Administration supports S. 1500, the Thye-Capehart bill, with 
the exception that I recommend to the committee that the statutory 
life of the agency be extended for an additional 2 years. You, of 
course, know that an extension has been recommended by the Presi- 
dent in both his state of the Union and budget messages. I am of 
he opinion that a 2-year extension is desirable since it will give the 
Congress an opportunity to reappraise the further need for the exist- 
ence of the agency at the e xpiration of such pe riod. 

[ also recommend one other amendment relating to the employment 
‘f attorneys by contract, which I mentioned previously, and which | 
inderst: und Was oO} tle ‘re “| ear lie 7 this noon. 

I apprec iate the opportunity to appear before this subcommittee and 

ll be happy to answer any questions you may have. 

Senator Morse. Mr. Barnes, I think the information contained i 

our statement is of so much value to the members of the Senate as a 
whole and should be available to them, that irrespective of the posi- 
on that the Senators may take on pending legislation on the Small 
Business Administration problem, 1 beheve that they would appre- 
ate easy reference to the statement. Therefore | sha!] introduce 
t in the Congressional Record at the next session of the Senate. 

Senator Beauty. No questions. 

Senator Morsr. Mr. Barnes, I have a series of questions that I want 
to ask, but before I do that, the other day I asked for the preparation 
of a memorandum on the Small Business Administration loan oper- 
ating costs. The staff has just advised me that the memorandums 
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ive been delivered this afternoon, and I think this is an appropriate 
ace for their insertion in the record. Therefore. there will be in- 
erted in the record at this point memorandums entitled “Small Busi 
ess Administration Loan Operating Costs.” and “Distrmbution of 
\dministrative Expense Obligations by Activities.” The memo 
idums will be inserted in full. 
The memorandums referred to follow : 


LOAN OPERATING Costs 


We have developed some cost data using a statistical rather t na time-study 
ipproach. Because of this method and particularly in view of the relativels 
short period of time that SBA has been in existence, we realize that our figures 
re approximations rather than actual cost, but we believe they are sufficiently 


ose to be usable. 

Having as a starting amount the dollar cost of the direct lending operation, 
our objective was to determine the total number of work units making up this 
peration As a first step, we classified the lending operation into three major 
elements of work : 

1. Processing: This is the effort expended by professional field staff from the 

me the application is received until final action is completed either by approval 
or declination. 

2. Closing: This is the effort expended by field professional staff from th 
time of notice of approval until the final disbursement of the loan and receipt 
and processing of all collateral and other closing documents 

3. Administration: This is the effort expended each year in the collecting and 
servicing of each loan subsequent to disbursement 

Using work standards which have been developed based to some extent on the 
experience of REC and in part by appraisal of SBA operations, relative weights 
were assigned to each of the three types of operations for business loans, and for 
disaster loans. Multiplying those unit weights against estimated total volume 
for the current fiscal year, equaled the total weighted workload for the year. 

It has been assumed that clerical, supervisory, and other administrative ele 
ments devoted on the average about the same amount of time to each operation 
as that devoted by field professional personnel. 

The total weighted workload was divided into the tota! dollars mentioned 
above to arrive at the cost per work unit. This dollar cost per work unit then 
multiplied by the unit weight assigned to each operation discloses the following 
unit cost of operation : 


For each business loan: Cost 
Processing $503. 70 
Closing 251. 85 
Administration $02. 96 

For each disaster loan: 

Processing 111. 94 
Closing 134. 32 
Servicing 25. 98 


In order to explain the unit costs of the lending program, it is necessary 
that the many facets of the entire financial assistance program be taken into 
onsideration. At the outset of our lending activities, it was, of course, necessary 
to develop lending procedures and to train personnel to carry out these pro 
cedures The Small Business Administration, being a service agency, has 
attempted to make its services available to as many small businesses as possible, 
and has established regional offices at strategic locations throughout the United 
States. However, an applicant may be located at some distance from a regional 
office and extended Correspondence may be necessary to develop information 
in connection with his loan application. Obviously, more time is required of 
regional office personnel in processing applications for applicants who are 
located at some distance from the regional office. Travel expenses of regional 
office personnel are increased both in performing services in connection with 
such an application and in servicing the loan after disbursement. Even after 
an application has been filed the SBA endeavors to assist the applicant in locating 
financing through private lending sources where it is indicated that that may 
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‘ Other financial counseling and advice may be given the applic: 
‘ Ss application 
operation must be weighed against the cost of making loans 
ther se would not be made. Many of our applications are of a marginal 
hn come te is after the appilcant has been unable to obtain financing 
e lenders Because of the marginal nature of si cases a greater 
e and effort must be expended in an appraisal of the credit aspects 
pplicatic The type of collateral offered as security, such as 
the proceeds due, and to become due, under a Government con 
f accounts receivable, factors Hens on inventory, et neces 
rm ore intensive servicing in order that the Government's interests 
tected Because of the nature of collateral in marginal cases 
cedure st necessarily be designed to protect the Government's 
the greats extent possible Many times the borrower will reques 
e loan conditions imposed by the Administration which requires 
ne} ents hh daditic onsideration must be giver 
iy ap Cil ons are Processed whicl Diet \ subsequent \ | 
( lisaster loan program requires « the spot ser es if 
G st e effective in alleviating human suffering and rehabilitating 
( ct In order that the administratio bets ender maNXimi 
dis el tit eld offices are established and regional office personne 
ened . h offices with attendant other iscellaneous administra 
na trave eX pelis¢ i order that such loans 1 iv be quickly closed 
Sed ( ‘ th services oF local ATTOTNeVS ¢ a contract basis 
eg efly d the major ors Which have had an effec 
cle ped T his prog! li 
dix ) of « } tra ‘ rpense obligations bu act ties 
4 } 
4 } 
{ 4( 208 0 
2 2, 923, O 
30) 979 614 0co 
} 43. { wy 
4 were ) rate t 
eceding f { entitled “Distribution of Administrative Expense 
\ctivities” sets forth in summary fashion the administrative e 
he Small Business Administration (actual for the fiscal year 154 
nated f the fiscal vear 1955) and the allocation of these expenses to 
he major program areas of the agency 
iving at this distribution of costs by activity we have (a) identified 


costs to the maximum extent possible and charged them to the prope 
ind (0b) have distributed indirect or overhead costs on the basis of 

ive of the direct costs to the total direct costs. 

ew of the fact that approximately SO to 85 percent of our administrative 

provides for salaries of personnel, we first have devised a method of allo 

ries to the various activities. By way of example, in each of the 


ugton offices directly concerned with the operation of our four major 


ms, we have obtained from the office director a percentage distribution of 
e spent by his staff on each of the programs. In most instances these 
percentages are developed, by analyzing the positions at the section or 


on level of the office. These perce iges cre tl ayy d accinst t acn 
tions incurred for personal services, by office. to distribute the payroll costs 


of the programs 


distributing personnel costs for the field offices, we once again utilize the 


e method However, in this instance the percentages are developed 
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type of position, such as financial specialist, production o1 lus sie l 
st. attorney, et 

Che distribution of other than direct perso. ery Ss ‘ ‘ d 
he basis of the percentage that the d rect perso! S ¢ sts tivitv bea 
» the total direct personal service costs 

Our expenses for the miscellaneous other items. inheret n this ‘ ‘ 
on, are distributed by activity as follows 

(a) Items which can be specifically identitied th e sevreg d 
nd charged 100 percent to that program 

For example, our cGontribution to the SE etiremel! ind Ser 
206 (b), Public Law 1638, 838d Cong.) in connection with « lovees engaged 

vities under our revolving fund is charged to the direct lend \ 

\nother specific example of an item of this na re s fer ise the costs 
vhich are also entirely attributable to the direct lending act 

(6) The remaining other objects of expense. such as trave communi ‘ 
services, supplies and materials, etc., are distributed activitv on the basis 
the percentage relationship of the total personal ser s iv | 
personal services of the agency this is done on the theory that iefinite re 
ionship exists between the salaries allocated to an activity and the miscel 
eous housekeeping expenses incurred in the day-to-day operations of an agene\ 


Senator Morse. [ have not had an opportunity to study the memo 
randum, because it has just been handed to me. In case we need clari 
fication of the memorandum, we will be In touch with vou Admini 
tration for further information. 

But I think, scanning it, it is of interest t 
randum reads, in part: 


note that the mem« 


The total weighted workload was divided into the t 


adouars mentioned 


bove to arrive at the cost per work unit. This dollar cost per work unit then 


nultiplied by the unit weight assigned to each operation dis ses the follow 
ing unit cost of operation 
For each business loan—processing, $503.70; closing, $251.85: administration 


$402.96 


This causes me to say that I do not think that would bear out the 
testimony we heard the other day to the effect that costs are excessive. 


2 
5 


For each disaster loan—processing, $111.94; closing, $1534.32; servicing, $125 

Again, subject to further study of the memorandum, I would off 
hand say that I think that cost would compare favorably with the cost 
of commercial loaning agencies, 

Mr. Barnes. Senator, may I comment just for a moment on that. 
1 think it must be borne in mind, in setting per unit costs, that 
you first must look at the overall purpose of the activity. The Small 
Business Administration was created by Congress as a servicing 
agency, to provide a service to the business community. It was not 
indicated in the legislation or in any conversation that I have had 
with various committees of the Congress that there was any basic or 
primary purpose tO earh money through the operation of a lending 
program. 

Of course, we should endeavor in every way possible to keep our 
costs as low as can be done commensurate with safety. However, we 
should bear in mind that this area of lending involves perhaps greater 
risks than certain other areas, and therefore requires a greater degree 
of preparation and eollection of facts before a decision can be ar- 
rived at. 

In addition, a Government agency is not like a private institution. 
in that most private institutions have in their own files a full credit 
history and a knowledge of the partcular businessman and his back- 
ground gained through the years, while as representatives of the 











122 EXTENSION OF SMALL BUSINESS ADMINISTRATION 


Government, all people who come in to us and apply for funds ar 
strangers, and we must make an impartial investigation, which is not 
required to the same degree in private lending. 

I woulde xpe ct that this woul | be a more e xpe “nsive ope ‘ration thar 


private lending, and at the same time you have got to keep the uni 

costs in mind in terms of the number of loans or the number of actions 
taken. If you ap p ly. your costs when only a few loans have bee: 
nade, you have high per unit cost. As you have more experienc: 


and more loans are aie ap plying the unit costs may result in a de 
crease in the actual per unit costs 

[ think those are just background things that should be kept in mind 
Mh study Ing ahy ps irticul: ar per unit costs, and they should be weighed 
iwainst the costs of the RFC or the Farm and Home Administration. 
W hich operate similar type governmental lending programs. 

Senator Morse. By way of a generality, Mr. Barnes, is it not true 
that a large proportion of the loans of your agency are loans which 
you certainly could not get a commerci: al loan agency to make in the 
first instance? At best you could get them only to participate under 
youl Sartionsitien program, and that therefore in a commercial loan 
agency the answer would bea quick * ‘No” on the basis of the presenta 
tion of the request for the loan and explanation of the request ? 

Vir. Barnes. That is true, sir. 


Senator Morse. Therefore, if vou are going to compare the cost of 
granting these loans by your agency and the unit cost by a private 
commercial loaning agency, you 01 oy to have compar: able loans to 
compare. In view of what Dhave just said, it would be highly falla- 
cious to submit for eee purposes the unit costs of bank loans, 
loans that are considered | a bank to be a eood risk. with the unit 


costs of administer ‘Ing a loans which banks by and large if they 
had to participate in the loan would reject as not being a good risk. 

Mr. Barnes. Yes, sir. that is true. 

Senator Morse. Mr. Barnes, I have a series of questions which have 
been prepared to ask you, and - vy are being asked, may I say, first to 
vet the information called for by the questions into the record, and 
second, to make known what the functions of the Small Business Ad 
ministration are besides lending money and making defense contracts. 

The first question is: What are some examples of the financial 
counseling given to small business firms referred to on page 3 of your 
testimony. 

Mr. Barnes. Mr. Chairman, the act does not permit us to advance 
credit to a small mh if funds sought are available from his own re- 
sources or they can be obtained from a bank, so that we must consult 
with the firm and if possible advise them, and then have in our posses- 
sion proof that they are unable to obtain the desired funds from their 
bank before we advance the credit. 

Now, during the course of those conversations occurs what we call 
mancial ee We are able sometimes freque ntly to see that if 
the applicant reorganized his financial statement in a certain way, it 
would be ee) upon with n lore favor by banks. In other words, 
may be a matter merely of financial reorganization, changing the en 
of a loan that he presently has on his books, something of that sort. 
There have been repeated instances of that. 

I have several examples which we have compiled of actual cases 
from the field. T will read some of those into the record. 
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(‘he Small Business Administration, through offering advice a counsel o1 
uncial problems, facilitating transactions with private lending institutions 
in providing other specialized services, has been able to assist ny sta 
isiness concerns Exactly how many have benetited from the program is not 
nown since the results of auy advisory service is difficult to measure On the 
er hand, many concrete eXamples of aid yy vided indieate that he benefits 


the program are far-reaching 
A small woodworking concern in New England made application for a loat 





$1,000 for 5S months to complete i contract to manufacture wooden boxes 
His cal bank had declined the loan although ther appeared to he ample 
irity and earnings An SBA financial specialist reviewed the application 
ha bank abont 15 miles from the applicant's place o siness and made a 


gngements for the bank to grant the 


2 A midwest bank filed a $110,000 application for an SBA 75-percent de 


erred participation in a loan to a dry-cleaning and laundry concern After 
scussions with the bank the application was withdrawn ul the bank made 
he entire loan, to the satisfaction of all concerned 
3. A west coast concern applies for a SAO.000 loan part f which was for debt 
etirement, part for new equipment. and the remainds for working capital 
\fter several discussions with the lh: of account by one of our financial 


pecialists, a mortgage loan and an open line of credit were mude available by 
the bank, thereby solving the concern’s financial problem. 

$. A loan applicant in Kentucky received his financing through an insurane 
company ($70,000) due to the efforts of one of our financial specialists 
I have probably 20 or 30 of these, Mr. Chairman. I would leave 
ese With the committee, rather than to read them all into the record 
Senator Morse. The entire memorandum of these specific instances 
will be Incorporated at this point in the record. 

(The memorandum referred to follows :) 


EXAMPLES OF FINANCIAL COUNSELING 


The Small Business Administration, through offering advice and counsel on 

iancial problems, facilitating transactions with private lending institutions and 
n providing other specialized services, has been able to assist Many small bus- 
ness concerns. Exactly how many have benefited from the program is not 
known since the results of any advisory service is difficult to measure. On the 
other hand, many concrete examples of aid provided indicate that the benefits 
of the program are far reaching: 

1. A small woodworking concern in New England made application for a loan 
of $1,000 for 3 months to complete a contract to manufacture wooden boxes. His 
ocal bank had declined the loan although there appeared to be ample security 
and earnings. An SBA financial specialist reviewed the application with a bank 
about 15 miles from the applicant’s place of business and made all arrangements 
for the bank to grant the loan 

2. A midwest bank filed a $110,000 application for an SBA 75-percent deferred 
participation in a loan to a dry-cleaning and laundry concern After discus 
sions with the bank the application was withdrawn and the bank made the en- 
tire loan, to the satisfaction of all concerned, 

3. A west coast concern applied for a $50,000 loan, part of which was for debt 
retirement, part for new equipment, and the remainder for working capital 
After several discussions with the bank of account by one of our financial 
specialists, a mortgage loan and an open line of credit were made available by 
the bank, thereby solving the concern’s financial problem. 

t+. A loan applicant in Kentucky received his financing through an insurance 
company ($70,000) due to the efforts of one of our financial specialists. 

5. A southern canning concern, as a result of SBA counseling, was able to 
arrange an additional bank loan by obtaining a mortgage loan on its real estate 
und a working capital loan, secured by a pledge of warehouse receipts, whereas 
both types of collateral had heretofore been required in connection with the 
company’s more limited borrowings which had becoine inadequate to handlk 
increased volume. 

6. Through SBA counseling, a company in West Virginia was able to secure 
the financing needed for expansion from a local bank and sale of stock to some 
500 local residents. This town was in a distressed labor area and the expan 
sion of this firm will provide employment of from 20 to 50 additional] persons 
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tod Atlanta regional office during September 1954 three cases of goo 
useling in the preparation of loan applications by our financial specialists rv 

sulted in banks making each loan in its entirety. Two of the concerns locate 
in Georgia, obtained loans of $45,000 and $70,000; the other one, located 
Florida, obtained a loan of $150,000. 

Ss. A concern in Michigan needed funds for delinquent Federal excise taxes. | 
Was sugezested that a plan for the liquidation of the taxes be submitted to tl 
Director of Internal Revenue. We have since learned that an equitable plan has 
bee irranged without the need of outside financing 

» A Texas bank wrote an applicant that it was the bank’s policy not to partic 
pate Government loans After a thorough review of the ease and discussi: 
wit he bank officials by an SBA representative, the bank made the $20,000 lo 
ona deferred participation basis—25 percent bank, 75 percent SBA 

4). An Oregon industrial association with 47 members was endeavoring to hely 

woods ov manufacturer establish a plant in their city. The toy concern was 
n need of a 815,000 loan which the local bank was unable to make. After the 
SBA inseled with the association members and pointed out how each of the 
would protit from establishment of the plant in their city, the members decided 
that they would make the needed loan to the manufacturer to be secured by chat 
tel mortgage on his equipment and his personal guaranty. 

\ Minnesota manufacturer of farm machinery, attachments and snowplows 
was forced to find new quarters. No satisfactory leased premises were availabl 
and the company did not have the financial strength to construct a new building 
Through suggestions made by our financial specialists, a development company 
wh had been dormant for approximately 3 years raised the necessary funds 


constructed a building and leased it to the concern in question. This action er 
abled the Company to stay in business without the crippling burden of indebted 


nes beyond its ability to repay and continue to furnish local employment. 

12. A concer Minnesota, which needed funds for operating purposes and 
whi was heavily extended on real-estate holdings, was induced to liquidats 
some of the real-estate holdings which were not essential to the business and 
therel icquired needed operating capital. 

13. \ bank in Missouri applied for a deferred participation loan in the approxi 
mate ount of $48,000. Additional information was required before the appli 
cation could be processed. As a result of the request for additional informatior 


the bank developed certain facts which permitted them to resubmit the applica 
tion to their loan board, which resulted in the loan being made by the bank with- 
out Government participation. 

14. An applicant in Tennessee desired funds for the purchase of a single item 
of equipment. Just subsequent to the discussions with the regional office the 
applicant disposed of two pieces of equipment. Upon reviewing the situation with 
the applicant, it was suggested that the funds received from the disposition be 
used in part payment of the purchase price of the new equipment. This was 
agreed to and the case was reviewed with applicant's bank of account, who, based 
upon this arrangement, agreed to provide the necessary additional funds, there 
by eliminating the need of requesting SBA financial assistance. 

15. A distributor of automotive equipment who had collateral only in the form 
of receivables was directed to a concern specializing in handling this type of 
financing. SBA has been advised that the financial assistance sought from us has 
been obtained from that source. 

16. A manufacturer of laboratory and testing equipment engaged 100 percent 

in defense work conferred with SBA relative to obtaining financial assistance 
for the purpose of paying back to some of its large stockholders approximately 
$150,000 of funds advanced by the setockholders for working-capital purposes. 
This manufacturer was directed to the representative of a private lending pool, 
where successful negotiations were conducted. 
\ greenhouse was found to be ineligible for a loan from SBA. An SBA 
financial specialist contacted the applicant’s bank, which indicated a willing- 
ness to help if possible, but sought our advice as to the means by which a loan 
could be made. This advice was given. The bank then granted a loan along 
the lines SBA had suggested, affording a portion of the funds needed. Since this 
loan did not suffice for all requirements, we then suggested to the greenhouse 
operator that he seek an increase in his real-estate mortgage (in view of an 
apparent equity Warranting such increase). Upon our advice, this was done, and 
the mortgagee agreed to incrase the outstanding mortgage loan of $6,821 to 
SY.000, thus taking care of the aforementioned needs 
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iS. A manufacturer of cosmet 


ics had a mortgage loan which was paid down 
$67,000, but needed an additional $100.000 loan for working capital. Buildings 
ind land were appraised in excess of $600,000, 
vould be amply secured. SBA referred tl 


so that a new loan of the total 
l t 


ie manufacturer to several insurance 


mpanies, Which were interested in 
oan Was negotiated. 

1’. A manufacturer of metal furnitur 
and expansion of facilities. 


making well secured loans and an insurance 


e required $30,000 for working capital 
Such a loan would have been amply secured by fixed 
assets and a bank was agreeable to a 25 percent participation. SBA suggested 
that this loan might be either bankable on a long-term or private financing might 
be available. The applicant was successful in making a loan with an individual 
t 6 percent interest secured by a mortgage on fixed assets 

20, A small town has interested a large company in locating a factory there, 
provided a factory building will be constructed for the company, under a lease 
with purchase option. SBA explained that a loan to the large company would 
not be eligible because of the number of its employees and that a loan to an 
investment real-estate holding would also, most likely, be ruled as ineligible. 
\ suggestion by SBA that life-insurance companies and others might be in 
erested and should be contacted was followed 
started to finance the project. 

21. An inquiry was received from a printing firm for 












and negotiations have been 


a direct loan of $5,000 
o be used for acquiring capital equipment to perform a sizable contract for its 
State government. The firm had unencumbered fixed assets amounting to ap- 
proximately $10,000 appraised value, and the new piece of equipment would 
bring the value to a total of $15,000. Thus, the ratio of collateral offered to 
secure the loan was 3to 1. The SBA representative, together with the applicant, 
reanalyzed the situation to make his application more attractive to the banks. It 
as suggested that the businessman reapply to the banks, offering again his 
fixed assets to secure the $5,000 loan, together with the assignment of his 
contract which it was estimated would net him in excess of the $5,000 needed. 
It was also proposed that the loan should not exceed the duration of the con- 
tract. This new proposal was acceptable to the local bank 


\ 


22. A sawmill company, with assets in excess of $450,000, was in financial 
difficulties. This is due in part to the excess costs over estimates of erecting the 
saw and planing mill, installing roads, purchase of machinery, ete. Acting 
on SBA’s suggestion, the managenrent contacted a lumber company which needed 
substantial amounts of pine to supply the needs of its retail outlets. This 
resulted in cash orders sufficient to relieve temporarily the company’s distressed 
conditions. 

23. A World War II veteran, who is a veterinarian, had established a lucrative 
business after the war. He constructed and equipped a veterinary hospital in 
1952 at considerable expense, obtaining a mortgage on the real estate and pur- 
chasing considerable equipment on conditional sales contracts. His earnings 
enabled him to meet his fixed obligations until he was recalled to the service 
in 19538. Although the hospital was re-leased to another operator, total income 
was reduced to a point which strained the owner's ability to continue monthly 
installments and also retire the trade accounts payable. He therefore sought 
an SBA loan to consolidate all his debts. Upon exploring the details of the 
indebtedness, SBA arranged (with the consent of the veteran, who is stationed 
at a distant base) with the local mortgagee of the real property for a moratorium 
on the mortgage payments. Also, all the pressing obligations on the equip- 
ment were consolidated, with our assistance, into a bank loan, within the vet- 
eran’s ability to repay. 

24. A small wholesaler of upholstery fabrics in California found that the 
short-term credit provided by its bank did not enable it to carry the required 
inventory to meet competition and supply the demands of its customers. A 
Small Business Administration financial specialist proposed that field ware 
housing be obtained and assisted in arranging for bank financing based on ware- 
house receipts. 


25. A concern in the Chicago region was faced with maturity on a mortgage 
loan from a private financial institution. A financial specialist was successful 
in arranging for a 5-year extension. 

°6. A manufacturer in Maryland was refused a substantial military contraet 
on which it was low bidder because of a question of financial competence. A 
Small Business Administration representative was successful in arranging pri- 
vate financing for the company, which qualified it for the contract 


62459—55——_9 
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“7. A crab canner in Alaska needed funds for the purchase of gear to be 
ned to crab fishermen \ plan was proposed and successfully put into effect 
the sule of the gear to the fishermen, with payment derived from a percentage 

f the purchase rice of the crabs they delivered. Under this plan, the loca 
furnished the necessary financing for the equipment. 

2s. Because of adverse market conditions, a produce company in Idaho was 

Ne to repay a substantial short-term loan obtained from a bank to equip 
‘ i) ding Current liabilities also exceeded the company’s current re 
source \ proposal was made and arrangements successfully concluded to obtain 


a standby from a large proportion of the current creditors and an extension on the 
bank oun until the 1954 harvest. when the financial picture is expected to 


29. A in and his wife in the Philadelphia region had been refused a loan by 
savings and loan association to construct a tailoring and cleaning shop in land 
ned by them Che declined loan would have amounted to almost the full cost of 
the building rhe Small Business Administration financial specialist proposed 


he construction of a less costly building, the injection of further capital in the 
siness, and the inclusion of other income property in the Collateral to be 


edged rhe savings and loan association then made the loan. 

1) With the help of a financial specialist, a Cleveland area company pro 
ducing die castings negotiated a bank loan of $10,000, secured by machinery and 
equipment, and an additional line of credit of $30,000, to be secured by accounts 

ceivable. This was the last step necessary in setting up a workable financial 
program of a company which had been overexpanded in fixed assets and burdened 


31. The owner of an airplane parts and assembly business needed working 


capita After a thorough review of the firm’s financial statements, an agency 
specialist concluded that if some additional funds could be raised privately, a 
ban hich was known to be cooperative in making small business loans would 
probably be interested in a direct or participation loan. As a result, some private 
funds were raised and a 3-year bank loan of $125,000 was made on fixed assets, 


he need of Small Business Administration financial assistance. 


Senator Morse. Mr. Barnes, referring to testimony on page 4, are 
your notifications of procurement opportunities the only way small 
husiness can get this information / 

Mr. Barnes. No, sir. There is pub lished by the ee een ot 
Commerce a Synopsis of Procureme ni Which is a daily, or at least a 5- 
day-a-week publication, which a small concern can ati " subserib- 
ing t o that service. 

Now, it ismy understanding that the bid opportunities in this synop- 
sis are $10,000 and above. and our notifications may go below that 
igure. Weare making a study to see whether there is any duplication 
between those two services. 

Of course, we encourage these firms to actually get on bidders lists 
themselves, but for the past 18 months, we have been engaged in giv- 
ng these notifications which brings it more to their attention. It is 
rather a comp licated matter to follow those notices, and until we had 
published the United States Government Purchasing Directory and 
Bpenificktions Director, a very small firm in an isolated part of the 
country might have — ulty in following procurement. These pam- 
phiets have resulted in a number of contracts going to small firms, 
which I believe we es a right to assume they would not otherwise 
have —— 

Senator Morsr. What is the nature of your bee ierestoe with 
colleges and universities in giving evening courses in administrative 
management / 

Mr. Barnes. The college itself furnishes the instructor and the 
place and in general is responsible for the actual conduct of the 
eourse. That is their business as teachers, to conduct courses of all 
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kinds. We do not interfere by telling them how they should or 


should not do anything. We supply them with material that has been 


collected in connection with other courses on these management sub 
jects and with these publications which we have issued, written by 
people in pl pe industry. And after conferring with the adminis 
trative head of the college, the dean or president, as the case m oht 
be, we join tly aaaee the course. | sually the American Bankers 
Association takes a part also, since they have had a similar-type pro- 


cram. But due tothe fact that our field offices are in touch with many 


Sth ill business concerhs, we ure able TO assist the college hh pl wniNn 


the course and in notifyi oe potential students and L act tally han 
dling the organization of the course insofar as we are req ested to 
do so. 

Senator Morse. The Federal contribution financially to the univer- 
sities concerned would be properly deser) bed | you ‘as nominal ? 


Mr. Barnes. It is nominal, sir. We h: ive pro Ki ly 2 or 3 full-time 
employees in our Washineton ottice. and t| en in each of the regions, 
the regional director or some member on his statl spends perhaps a 
few hours per month helping to organize the courses, each particular 
course. So it is a very nominal contribution finang ially, and it seems 
to meet a real need : ‘ ind hs as be en a successful program. 

Senator Morse. W ould you say that to the extent there is admin- 
istrative cost paid for by the I ‘eder: il Government, it Is pretty much 
limited to so-called paperwork, correspol ndence, the sending of pre 
pared literature, re ports, an 1d some minimum amount of travelling 
expense ¢ 

Mr. Barnes. Yes, sn 

Senator Morse. To the field officer or the national officer that goes to 
the institution to set it up in the first instance. 

Mr. BARNES. Yes, sir. And there are some salaries, of course, aS 
indicated. 

Senator Morse. Of those few officers that are set aside from this 
division of your agency. 

Mr. Barnes. Yes, sir. The colleges charge a fee which they de- 
termine. We advise with them about it, not telling them what to 
do, but pointing out that a certain type fee has been successful, and 
if it is too much, it is likely to limit the enrollment. And all expenses 
of the course are paid out of that fee which the students themselves 
pay. 

Senator Morspr. Therefore it should be understood for the record 
that this particular educational service program differs from the 
Defense Department’s educational program in the field of scientific 
research, where the Defense Department pays the costs of the re- 
search itself and the university very little. That is true, is it not? 

Mr. Barnes. I believe so. I am not too familiar with what they 
do. : 

Senator Morse. I did not expect you to be familiar with that, but I 
wanted to bring out for the record that here the unive rsity is not per- 
forming a service for the Federal Government as the university is in 
the defense program. The university is performing a service to the 
business community. What the Federal Government is really doing is 
providing a minimum of, shall we say, extension type service to the 
university so that they can at least have the approval of the Small 
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Business Administration for officially offering such a course under its 


sanecetioi Is that not about what It amounts to? 
Mr. BARNES. Ye Ss, SIT. that Is true, l have here a list of the courses 
vi ch were otfered th year around the country, and I think it mig! 


be of interest to the committee to submit it tothem. Iam also submit 
ting a typical announcement by two of the universities that are partici- 
pating. 

Senator Morse. The list of courses will be incorporated into the rec 
ord at this point, and specimen announcements. 

(‘The list and announcements follow :) 


EDUCATIONA INSTITUTIONS OFFERING ADMINISTRATIVE MANAGEMENT COURSES 
COSPONSORED BY THE SMALL BUSINESS ADMINISTRATION 
{ ) 
Arizona State College: April 4 to May 23, 1955. Roy Rice, director, extension 


Harding College: February 7, 8, 1955. George S. Benson, president, Searcy, 


Che University of California at Los Angeles: Five courses: March 14 to May 
8, 1955; March 15 to May 10, 1955; March 16 to May 11, 1955; March 17 to May 
12, 1955; March 18 to May 13, 1955. Malcolm Heslip, head, business adminis 
tration extension, 818 South Hill Street, Los Angeles, Calif 


University of San Francisco: April 18 to May 28, 1955. Roy C. Hall, business 
administration division, San Francisco, Calif. 


Colorado 


The University of Denver: January 13 to March 10, 1955. Alfred C. Nelson, 
cd , Community College, civic center campus, Denver, Colo. 
( ecticut 

Che University of Connecticut (course conducted at Hartford) : November 23 
1954 to January 25, 1955 Laurence J. Ackerman, dean, school of business 


administration, Storrs, Conn 


Dis et of Columbia 

The American University: February 15 to May 3, 1955. Theodore H. Levin, 
director, institute of small business management, 1901 F Street NW., Washing- 
ton, D. C 


Illinois 

Loyola University (two courses): February 1 to March 29, 1955; April 5 to 
June 7, 1955. Peter T. Swanish, chairman, management department, college of 
commerce, 820 North Michigan Avenue, Chicago, Il. 


The Municipal University of Wichita: February 15 to April 5, 1955. William 
A. Nielander, dean, college of business administration and industry, Wichita, 
Kans 
Varuland 

The University of Baltimore: January 19 to March 9, 1955. Clifford C. 
James, dean, school of business, industry and management, 1420 North Charles 
Street, Baltimore, Md. 


Massachusctts 

Boston University (two courses): January 10 to March 14, 1955; March 21 
to May 23, 1955. John Waters, director, evening division, 685 Commonwealth 
Avenue, Boston, Mass. 

Clark University: March 28 to May 16, 1955. Robert M. Hyde, director of 
the evening school, Worcester, Mass. 
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Vinnesota 
The University of Minnesota: May 2 to May 3, 1955 Fred Berger, director 
enter for continuation study, Minneapolis, M 


Wiss ssippi 


The University of Mississippi: May, 1955 Mr. Duke ¢ rrexler, assistant 

rector of conferences and institutes, University, Miss 
Vissouri 

The University of Kansas City: March 1 to April 19, 1955. Charles FE. 
Gilliland, dean, school of business and public administration, 5100 Rockhill 
Road, Kansas City, Mo. 


Vew Jersey 

Rutgers University (course conducted at Newark): November 15, 1954 to 
January 17, 1955. George S. Odiorne, chairman, man: 
iniversity extension division, New Brunswick, N. J. 


Vew Mexico 


The University of New Mexico: March 17 to June 30, 1955. William J 
Parish, acting dean, college of business administration, Albuquerque, N. Mex. 
Ve iw York 

Adelphi College: March 14 to May 16, 1955. Francis K. Ballaine, dean of 
the college, Garden Chiy, N.Y. 

The University of Buffalo: March 29 to May 24, 1955. Robert F. Berner, dean, 
Millard Fillmore College, 3435 Main Street, Buffalo, N. \ 

Fordham University: October 7 to December 12, 1954. Charles A. O’Neill 
Ss. J., dean, adult education center, school of general studies, New York, N. Y. 

Hofstra College: March 7 to May 16, 1955. Harry K. Rains, director of the 
labor management institute, Hempstead, N. Y. 

New York University: November 9, 1954 to January 25, 1955. Wilbur K 
McKee, director, office of special services to business and industry, 6 Washing- 
ton Square North, New York, N. Y. 

Syracuse University: October 26 to January 18, 1955. Stuart B. Schaffner, 
executive for special programs, adult education division, 601 East Genesee Street, 
Syracuse, N. Y., 


Vorth Carolina 

Charlotte College (course conducted at Charlotte): Spring 1955. Carl T. 
Brown, director, distributive education, State department of education, Raleigh, 
N.C. 

Wilmington College: March 1 to May 38, 1955. W. K. Dorsey, coordinator 
of distributive education, Wilmington, N.C 
Ohio 

Western Reserve University: April 13 to May 13, 1955. Randle E. Dahl 
visiting professor of industry, school of business, graduate division, Cleveland, 
Ohio. 


Oklahoma 

The University of Oklahoma (courses conducted in cities as listed herein) : 
Four courses: October 27-28, 1954, at Norman; March 28 to April 25, 1955, at 
Clinton; April 5 to May 3, 1955, at Dunean; April 18 to May 16, 1955, at Ardmore 
M. L. Powers, director, Business and Industrial Services, Extension Division, 
Norman, Okla. 
Oregon 

The University of Oregon: March 28 to May 31, 1955. Hugh Lovell, Portland 
State Extension Center, Oregon State Board of Higher Education, 1620 South 
West Park, Portland, Oreg. 
Pennsylvania 

The University of Scranton: February 8 to March 29, 1955. William G. Kelly, 
S. J., dean, evening sessions, Scranton, Pa. 

Temple University: Two courses: November 28, 1954, to February 8. 1955; 
March 23 to June 1, 1955. James Williamson, director, Management Service 
Division, Cheltenham Avenue and Sedgwick Street, Philadelphia, Pa. 
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j j 
Universit March 15 to May 10, 1955. C. C. Bosland, professor of eco 
| ence, R. I 
vel f Sonth ¢ May 3-31, 1955. S. B. Derrick, dean of the 
S | ess Adinit . Columbia, S. C. 
| HH S 15 to May 17, 1955 Mrs. Elinor F. Burgess 
( eed sunite Ss. 
it I titute f Dallas Mareh 15-30, 1955 Mr Jeep Smith, director, 2218 
I sstre 1) rex 
Kort We he Institut April 19-27, 1955. Mr. Jack Phenix, director, 


115 West Second Street, Fort Worth, Tex. 


Richmond Public Schools: Three courses: November 3 to December 15, 1954; 

February 1 to March 22, 1955; February 2 to March 23, 1955. John Perreault, 

I e education, 1000 West Marshall Street, Richmond, Va 

Che University of Richmond: Three courses: March 23 to May 11, 1955; 

October 19 to Deember 7, 1954: March 1 to April 26, 1955. KF. Byers Miller, 
ul ol of Business Administration, Richmond, Va. 

Che Virginia Union University: February 8 to March 29,1955. John Perreault, 


isor, distributive education, 1000 West Marshall Street, Richmond, Va. 


Edison Technical School: April 5-7, 1955. Miss Beth Coghlan, distributive 
education, Seattle public schools, Seattle, Wash 


The University of Wisconsin: Three courses: March 1 to April 15, 1954; March 
14 to May 9, 1955: April 12 to May 31, 1955. Edwin R. Hodge, Department of 
( erce, 600 West Kilbourn Avenue, Milwaukee, Wis. 

Many of the above schools are planning to repeat courses in the fall of 1955. 
In addition, the following are known, at this time, to be planning courses for 
ll, 1955: Sacramento State College, Sacramento, Calif.: the University of Colo- 
do, Boulder, Colo.; the University of Bridgeport, Bridgeport, Conn.: the Uni- 
vers of Florida, Gainesville, Fla.; the University of Kansas, Lawrence, Kans. : 
Rensselaer Polytechnic Institute, Troy, N. Y.; University of Tulsa, Tulsa, Okla. : 
Lehigh University, Bethlehem, Pa.; Olympic Community College, Bremerton, 
Wasl d West Virginia University, Morgantown, W. Va 





iE ScHO OF BUSINESS ADMINISTRATION OF THE UNIVERSITY OF RICHMOND 
PRACTICAL MANAGEMENT FOR SMALL BUSINESS 


A special training course designed for owners and managers, March 1 to April 
19, 19% Co-sponsor, Small Business Administration, Washington, D. C 


PURPOSI 


Present business conditions create a greater need for the use of sound man- 
agement techniques by the executives of every business. Owners and managers 
of smaller business organizations do not have available the technical assistance 
ised by larger firms This course is designed to assist the owners and man- 
agers to better meet present and future conditions by acquainting them with up- 
to-date practical management techniques. 


COURSI CONTENT 


ng the course the following subjects will be discussed : 
Basic functions of management 

Devel ping good executives 

Management for increased sales 

Granting and receiving credit 

Uses of financial records 


Cost analysis and reduction 
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Personnel training 

Personnel motivation 

Policy determination 

Business publications and literature 
Problem analysis 


DAY AND TIME 


The class will meet each Tuesday night from 7 to 10 for 8 weeks beginning 
March 1, 1955 fhe first 2 hours of each session w be evoted to lecture Dur 
ng the last hour of each session the class will be divided int groups of not over 
20 persons for discussion of the material covered in the lectures. A leader will 


e available for each group. 


All lectures and discussion groups will meet in the Physics Building (Rich- 
ond Hall) on the campus of the University Ample parking space will be 
ailable. 

INSTRUCTION 


Lecturers and discussion leaders will be selecte ad fac ulty Nembers of the S« hool 
of Business Administration and businessmen who have achieved success in 
management. 


FEES 


A fee of $50 will be charged to cover costs of instruction. textbooks and ma- 


terials. No other costs will be involved 


REGISTRATION 


Registration will be accepted in the order received. While registrations will 
be accepted the first night of class, advance registration will insure prompt 
receipt of your textbooks. Please use the enclosed registration for! 

For additional information call University of Richmond—6-9485 or SS8-4487, 
Small Business Administration—6-3S41 

In the spring 1954 the University of Richmond was selected as one of two 
universities in the United States to pioneer in developing this course. The ex 
perience gained in that course has led many other institutions to serve small 
business in the same way. The only purpose is to assist the owners and man- 
ivers of the small businesses which constitute the backbone of our free competi 
tive enterprise system to assist themselves. It is fitting that a private uni- 
versity which represents free competitive enterprise among educational institu 
tions provide this service. In doing so we are happy to have the cooperation of 
the following associations : 

Retail Merchants’ Association of Richmond 
Richmond Chamber of Commerce 

Richmond Clearing House Association 

Richmond Independent Food Dealers Association 
Virginia Bakers’ Council 

Virginia Manufacturers’ Association 

Virginia Pharmaceutical Association 

Virginia State Chamber of Commerce 

Virginia State Restaurant Association 

Virginia Wholesalers’ Association 





LOYOLA UNIVERSITY DEPARTMENT OF MANAGEMENT 
4 PLAN FOR DEVELOPING BETTER MANAGEMENT OIL SMALI BUSINESS 


Directed by the Department of Management, College of Commerce, Loyola Uni- 
versity—Co-Sponsor, Small Business Administration, Washington, D. C 


PURPOSI 


The purpose of the plan is to make available for small-business owners and 
executives a thoroughly practicable knowledge of management fundamentals. 
To carry on effectively in a top managerial position, the executive must (1) know, 
and (2) possess skill in the application of basic principles. 
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The plan develops both the principles and the skill. Skill in the art of man 
agement and mastery of principles are inseparable. One is the cause of the other 


Sound business decisions demand effective application of principles. 
Each of the eight parts fits in with every other part. Together, the eight cas 
stitute a carefully prepared plan to achieve its purpose. 


DIRECTION AND CONDUCT OF THE PLAN 


The plan vw be conducted by Dr. P. T. Swanish, chairman, department of 
gement, and Dr. Walter Peterson, assistant professor of human relations. 


AT THE PLAN FOR BETTER MANAGEMENT OF SMALL BUSINESS COVERS 

February 1, 1955—7-—9: 30 p. m.: How to analyze management problems—decision 
making 

February 8, 1955—7-9: 30 p. m.: Policies: what they are and how to use them 

Fel ary 10, 19)5—7-—0: 30 p. m.: Controlling materials, money, and manpower 

February 22, 1955—7T—-0: 30 p. m.: Efficient operation in a competitive business 


March 1, 1955—7-9:30 p. m.: The administrative structure: achievement of 


jectives 
March 8, 1955—7-9: 30 p. m.: Getting best possible results from organization 
March 15, 1955—7-9: 30 p. m.: Profit management 
M h 22, 1955—7-9: 36 p.m.: Strategy of working with people 
Mareh 29, 1955—7 p. m.: Commencement exercises 
PARTICIPATE IN THE PLAN FOR BETTER MANAGEMENT OF SMALL BUSINESS 
The plan is open to manufacturers or executives in the small-business manu 
iring field 


Individuals who do not qualify under this admission requirement but are em- 
ployed in fields of activity related to small-business manufacturing and desire 
to participate, may have their status clarified by writing to Dr. P. T. Swanish, 
chairman, department of management, Loyola University, 820 North Michigan 
Avenue, Chicago 11, Ill 
} ees S50 


The fee for the entire eight sessions, materials for study, and the certificate of 
achievement is due and pavable at the time of registration. 

Checks should be made payable to the exact amount, $50, to Loyola University. 

Registration on your own letterhead. 


If SCRSIONS 


All sessions will be conducted Tuesday evenings, dates and time noted, in 
Lewis Towers, Loyola University, 820 North Michigan Avenue, room 703. 
In all cases the university reserves the right to make changes and limit en 


Limited to 25 members 


Senator Morse. Mr. Barnes, what are some of the more significant 
policies established by the Loan Policy Board? You referred to policy 
determinations by the Board in your statement. I think it would help 
if some specification were added to your statement as to what the sig- 
nificant policies are. 

Mr. Barnes. The first task of the Board after the agency was organ- 
ized was, of course, to formulate and establish a policy vy under which 
loans could be made. The statute itself gives merely a general and 
very short direction. That engaged the work and the interest of the 
Board for some 2 or 3 months. 

The first policy as announced was modified in several ways. 

In Shes late fall of 1955, the Board adopted the policy that concerns 
that were engaged primarily in defense work, should have priority in 
the lending program. The wording of the statute would give rise to 

uch an interpretation as being in the public interest. 
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It became apparent, after several months’ operation, that that inter- 
pretation was not sufficiently accurate to enable us to receive applica- 
tions and make loans in all the cases where there was an obvious need 
for it. It is very difficult to ec aw the line on just defense work and 
say that is the only thing that is in the public interest. 

So in late fall, I think it was November 16, 1953. a further revision 
in the policy enabled all businesses, both dowg eee , whole- 
salers, and others, as well as the manufacturers. » apply for loans. 

The Loan Policy Board also fixed limitations on certain types of 
loans that would not be made. For instance, no loans were to be made 
to charitable institutions or to newspapers, magazines, television or 
radio stations that dealt with news and which the Government more 
properly should not finance. Then at various later periods, other 
changes in policy were adopted. 

Testifying just from memory, another typical example is that in the 
case of disaster loans, we have fixed our interest rates at 5 percent on 
the business loans and 3 percent on the home loans. It became evident 
last fall, when we had such a volume of disaster loans affecting busi- 
nesses, that a change in that should be considered. At that time the 
Board reduced the interest rate from 5 percent to 3 percent. 

Now, there have been others, but 1 just merely gave you typical 
examples. 

Senator Morse. Did these policy statements exist in any directive 
orders or any written forms that could be added as an appendix to 
the record ? 

Mr. Barnes. Yes, sir, we will be happy to furnish a complete cur- 
rent statement of the loan policy. 

Senator Morse. Let the record show that the witness will supply 
the committee a statement of the policies of the Policy Board as they 
have been promulgated from time to time during the life of the 
agency. We need them only for reference in case any discussion should 
come up in the committee in regard to them. 

(The information referred to follows :) 


CHRONOLOGICAL DATA ON ACTIONS OF LOAN POLiIcy BOARD 


September 29, 1953: Established participation charges and fixed interest rates 
on all loans. 

October 9, 1953: Amended Loan Policy Statement of September 16, 1953, by 
permitting interest rate on bank participation loans to be fixed by participating 
bank, provided that interest on SBA share is no less than 5 percent 

November 2, 1953: Amended Loan Policy Statement of September 16, 1953, by 
prohibiting financial assistance to refinance indebtedness due to a Government 
agency. 

November 13, 1953: Approved revised Loan Policy Statement (as of November 
16, 1953) which in effect permits all small business concerns to be eligible for 
loans, as opposed to previous policy which in effect made eligible only essential 
and civilian defense enterprises. 

Also declared Loan Policy Statement prohibitions against loans to revrea- 
tional facilities, newspapers, churches, ete., to be applicable only to business 
loans, thus paving the way for the eligibility of such enterprises for disaster 
loans. 

December 21, 1953: Amendment to section 24 of the Federal Reserve Act sug- 
gested to include SBA in its exceptions (sec. 24 then included only loans in 
which RFC and HHFA participated). Also approved amendment 1 to the new 
Loan Policy Statement by deleting the prohibition of financial assistance to 
refinance indebtedness due a Government agency. 

March 1, 1954: Amended Loan Policy Statement to permit SBA to make loans 
to veterans at the 414-percent interest rate set under the GI benefits legislation. 
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Previously, Loan Policy Statement had set a uniform 6-percent interest rate on 


all direct loans 


April 5, 1954: Approved clarifying amendment to Loan Policy Statement 


on 
securing proof of refusal from more than one bank Previously evidence of 
proof of refusal by one bank was required in accordance with usual banking 


cedures Amendment was deemed necessary in view of “refusals” contained 


June 2S, 1954: Authority delegated to regional offices to 
ipation in loans not exceeding $50,000, where the bank 


ist 25 percent, and 


approve bank par 
participation is at 
at least half of such participation constitutes new money 
September 29, 1954: Uniform interest rate of 3 percent on all disaster loans 
approved Incorporated as amendment to Loan Policy Statement. 


CONSOLIDATED LOAN PoLIcy STATEMENT 


Section T. Introduction 

Section II. Authority and Purposes. 

Section III. Definition of a Small Business 

Section IV. Basic Principles Governing the Granting and Denial of Applica 
tions for Financial Assistance 

Section V. Terms and Conditions of Loans 

Section VI. Disaster Loans 

I. Introductio This General Policy Statement is 
Policy Board of the Si 


to Small Business Concerns. 


established by the Loan 
all Business Administration pursuant to section 204 (d) 


of Public Law 163, Sid Congress (Small Business Act of 1953). It sets forth 
the principles and policies which will be followed by the Small Business Adminis 
in the grant nd denial of applications by small-business concerns 
for financial assistance It is not intended that this General Policy Statement 
provide answers t questions which may arise in connection with specific 
Il Lut j i Purposes Under section 207 of the Small Business Act of 
9 the Sma susiness Administration is empowered, among other things 
bo make loa t enable small-business concerns to finance plant con 
sti conversion, or expansion, including the acquisition of land; or to 
finance the acquisition of equipment, facilities, machinery, supplies or materials ; 
rt i] such concerns with working capital to be used in the manufacture 
f cles, ¢ pm supplies, or materials for war, defense, or essential 
Civilian productior may be necessary to insure a well-balanced national 
( \ 
(b) To make such loans as the Administration may determine to be necessary 
or appropriate because of floods or other catastrophes * * *,” 
All financi assistance granted by the Small Business Administration must 


be for one or more of the purposes set forth above. 
Il. Definition of a Small Business.—Section 203 of the Small Business Act of 


1953 provides that a small-business concern shall be deemed to be 
independent owl 


one that is 
ed and operated and which is not dominant in its field of opera- 
tion. In addition to the foregoing criteria, the Small Business Administration, 
in determining whether a given firm is a “small-business concern” (pursuant 

212 (c) of the act), may also use the number of employees and the dollar 
volume of business of the firm 


to se 


IV. Basic Princip es Governing the Granting and Denial of 
Financial Lssistance (ad) 


{pplications for 
Applications for financial assistance may be con- 
when there is evidence that the desired credit is not otherwise avail 
able on reasonable terms. The financial assistance applied for shall be deemed 
to be otherwise available on reasonable terms unless it is satisfactorily demon- 
strated that: 


sidered only 


1. Proof has been obtained that: (a) Not less than two banks, one of which 
shall be the Applicant’s bank of account, whose lending capacities are adequate 
to cover the loan applied for, have been solicited to make such loan and have 
refused An Applicant located in a community having but one bank will be 
required to request accommodations only from that bank or from another appro- 


In les Loan Policy Statement, revised as of Noveinber 16, 1953, and amendments 1, 2, 
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W 
wt 





priate lending institution in a nearby community ; and that, (¥) When the amount 
if the loan applied for is in excess of the legal lending limit of such banks, or is 
in excess Of the amount that they nm 





rmally lend to any one borrower, the loan 
requested has been presented for consideration 


banks and refused, 


by a correspondent of such 


Proof of refusal must contain the date, amount and terms requested, and the 
reasons for not granting the desired « redit 

Bank refusals to advance credit should not be considered the full test of un 
availability of credit and, where there is knowledge < eason to believe that 
credit is otherwise available on reasonable terms from sources other than banks, 


the credit applied for cannot be granted notwithstanding the receipt of written 
refusals from banks.* 

2. The funds required do not appear to be obtainable from other known sources 
of capital serving or operating in the business community concerned 


5. The funds required do not appear to be obtainable on reasonable terms 
through the public offering or private placing of securities of applicant 

4. The funds required do not appear to be obtainable throu he disposal at 
a fair price of assets not required by the applicant in the conduct of its existing 
business or not reasonably necessary to its potential healthy growth 








5. The funds required do not appear to be obtainable without undue hardship, 
through utilization of the personal credit and/or resources of the owner, partners, 
management or principal shareholders of the applicant 

6. V-loan, or other applicable Government financing, is not available to the 
applicant. 

(b) All loans made shall be of such sound value or so secured as reasonably 








to assure repayment. No loan shall be made unless there exists reasonable 
ssurance that it can and will be repaid pursua to its terms. Reasonable 
issurance of repayment will exist only where the loan is of sound value, or is 
adequately secured in the judgment of the Small Business Administration. It 
will be deemed not to exist in all cases where the proposed loun is to accomplish 
un expansion which is unwarranted in the light of the applicant’s past experience 
and management ability, or where the effect of making the loan is to subsidize 


inferior management. 
) It is the policy to stimulate and encourage loans b banks and other 
lending institutions 

1. An applicant for a loan must show that a participation by a bank or other 
lending institution is not available; n mmediate participation may be pur- 
chased unless it is shown that a deferred participation is not available. 

2. An agreement by the Small Business Administration to participate in any 
loan shall not require the Small Business Administration to advance in excess 
on a deferred basis, the Small Business Administration shall not be obligated 
to advance in excess of 90 percent of the amount of the loan outstanding at 
the time of the advance. 

3. No agreement to participate shall establish any preferences in favor of the 
bank or other lending institution participating in the loan with the Small 
Business Administration. 

(dq) Financial assistance will not be granted by the Small Business Admin- 
istration : 

1. If the direct or indirect purpose or result of granting such assistance would 
be to (a) pay off a creditor or creditors of the applicant who are inadequately 
secured or are in position to sustain a loss, or (b) provide funds for distribution 
or payment to the owner, partners, or shareholders of the applicant or (¢) 
replenish working capital funds theretofore used for either of such purposes; 

». If the direct or indirect purpose or the result thereof would be to effect 
a change in ownership of a business; 

3. If the financial assistance will provide or free funds for speculation in any 
kind of property, real or personal, tangible or intangible; 

4. If the applicant is an eleemosynary institution ; 

5. If the purpose of the loan is to finance recreational or amusement facilities ; 

6. If the applicant is a newspaper, magazine, radio broadcasting company 
or television broadcasting company or similar enterprise ; 


of 90 percent of the amount of the loan. In the case of agreements to participate 


2 Amended as of April 5, 1954 (ame ndment 3) 
> Amended as of December 21, 1953 (amendment 1). 
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7. If any substantial portion of the gross income of the applicant (or of any 
of its principal owners) is derived from the sale of alcoholic beverages ; 

8. If any part of the gross income of the applicant (or of any of its principal 
owners) is derived from gambling purposes ; 

%. If the loan is to provide capital to an enterprise primarily engaged in the 
business of lending or investment ; 

10. If the effect of the granting of the financial assistance will be to encourage 
monopoly or will be inconsistent with the accepted standards of the American 
System of free competitive enterprise. 

V. Terms and Conditions of Loans to Small Business Concerns Under Section 
07 (a) of the Small Business Act.—(a) Amount. No loan shall be made if the 
total amount outstanding and committed (by participation or otherwise) by the 
Small Business Administration to the borrower would exceed $150,000. 

bh) Maturities No loan, including renewals or extensions thereof, may be 
made for a period or periods exceeding ten years, except that any loan made 
for the purpose of constructing industrial facilities may have a maturity of 10 
years plus such estimated additional period as may be required to complete such 
construction. It shall be the policy, however, to restrict the maturity of each 
loan to such minimum as is consistent with sound business practice. 

(c) Charges and interest. 

1. Charges: In deferred participation loans (those made by a bank in which 
Small Business Administration has entered into an agreement with the bank to 
purchase thereafter a participating share in the loan), a participation charge 
shall be payable by the bank to Small Business Administration for the latter's 
igreement to purchase a share in the loan. The participation charges shall be on 
a sliding scale, depending upon the percentage of the loan which Small Business 
Administration is obligated to purchase. Such charges shall be as follows: 

For a loan in which Small Business Administration is obligated to purchase 
) An amount not in excess of 50 percent of the loan, the participation charge 
| be 1 percent per annum on the portion of the loan which Small Business 
Administration is obligated to purchase; 

(ii) An amount in excess of 50 percent of the loan, but not in excess of 75 
percent of the loan, the participation ¢harge shall be 144 percent per annum on 
the portion of the loan which Small Business Administration is obligated to 
purchase; and 

(iii) An amount in excess of 75 percent of the loan but not in excess of 90 
percent of the loan, the participation charge shall be 2 percent on the portion 
of the loan which Small Business Administration is obligated to purchase. 

Small Business Administration is prohibited by law from agreeing to purchase 
more than 90 percent of the loan. 


2. Interest: 


(i) Deferred and immediate participation loans: In all loans in which the 
Small Business Administration participates with a bank or other lending insti- 
tution, whether the participation is on a deferred or immediate basis, and 
whether in the first instance the bank or the Small Business Administration 
makes the loan in which the other purchases an immediate participation, the 
rate of interest may be fixed by the bank or other lending institution, provided 
that the interest rate shall not be less than 5 percent per annum on the portion 
of the loan which the Small Business Administration is obligated to purchase or, 
in the cause of an immediate participation loan, on the Small Business Admin- 
stration’s share in the loan. 

(ii) Direct loans: Interest on all direct loans which may be made by the 
Small Business Administration shall be at the rate of 6 percent per annum, 
except as may be otherwise required by reason of the provisions of the Service- 
men’s Readjustment Act of 1944, as amended.* 

VI. Disaster Loans under section 207 (b) of the Small Business Act.—(a) 
Disaster loans will be considered on an individual basis in the light of circum- 
stances of the particular flood or other catastrophe. Such loans will be made 
to relieve the distress and hardships attendant upon the disasters. Accordingly, 
such loans will not be required to meet standards which would otherwise be 
applicable. 

(b) Interest on disaster loans, including interest on the unpaid principal of 
disaster loans approved subsequent to September 28, 1953, shall be at the rate 
of 5 percent per annum 





I March 1, 1954 (amendment 2) 
Amended as of September 29, 1954 (amendment 4) 
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(c) In deferred participation loans, the participation charge payable by the 
bank to the Small Business Administration shall be one-quarter of 1 percent.” 
SMALL BUSINESS ADMINISTRATION, 
LOAN PoLicy Boari 
By WENDELL B. BARNES 
id» gf tor, Chairman 
JANUARY 17, 1955. 
Senator Morse. My next question, Mr. Barnes, is really in two parts. 


Why is the Loan Policy Board superior to a policy board within your 
agency, and do you think that our Federal program should be admin- 
istered in this way ¢ 

Mr. Barnes. The question recognizes that there would be a policy 
board in the agency or a policy board outside the agency, so that mv 
answer would be directed as to just the one thing. f ; 

Certainly in Government there are fiscal policies and basic fiscal 
responsibilities, such as management of the public debt and tax pro- 
visions, the administration of the tax laws, that are vested in other 
governmental departments. The advantage of having a board that 
is representative of other departments having similar responsibilities 
is that you can have a coordination of policy that you cannot other- 
wise have. 

It is not a one-way street, by the way. It is possible for us to com- 
municate some of our thoughts on matters relating to small business 
to these other departments. Normally we would not have such a direct 
avenue of communication as I think is available where you have repre- 
sentatives from more than one governmenial depart ment. 

Senator Morsr. Do you think, Mr. Barnes, as a matter of general 
Federal Government administrative policy, that a policy board made 
up of representatives from two other departments in this instance, or 
more, hypothetically speaking, in others, should have the power of 
policy determination rather than a policy board within a single 
agency ¢ 

Mr. Barnes. Yes, sir. I think just as a matter of good govern- 
mental organization, the presence of people from other departments 
having direct responsibilities in the same field is important and pro 
duces a better type of administration than a board consisting of per- 
sonnel from within the agency. 

Senator Morse. Would you limit that to Government agencies of 
the so-called special independent type, such as Small Business Ad- 
ministration or RFC, when we had an RFC, or agencies of that type. 
Or would you apply it also to the so-called regular established agencies, 
such as the Department of Agriculture, the Treasury Department, 
Labor Department, Commerce Department, and others. 

Mr. Barnes. I would limit it this way—that when you have an 
independent agency that has a particular function which impinges in 
one way or another on other regularly established governmental de- 
partments, that it is well to have a coordination at the policy level. 

Now, this board, as you know, relates only to the policy on loans, 
and I do think it has been a helpful situation in our agency to be able 
to develop changes in policy. We have perhaps made less mistakes 
than we would have otherwise. 


6 Amended as of November 3, 1954 (amendment 5) 
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Senator Morse. It is said by some, Mr. Barnes, that the Loan Policy 

Board and its policies in turn really make your agency a bureau of 

Treasury Department. What is your comment for the record on 
that ? 

Mr. Barnes. I do not think that that is true. I report myself 
directly to the White House, to the President, as provided by the law, 
and my administrative acts are closely reviewed by the W hite House 
staff and the Bureau of the Budget. The Tre: asury has never done 
anything except to make itself available for consultation on matters 
that both departments were interested in. 

Senator Morse. Speaking hypothetically for a moment, in order 
to draw this point out so that the committee can intelligently discuss 
the criticism Just referred to in my previous question, suppose that you 
decided that a certain policy was very much desired in the interest of 
small business. Suppose the other members of the Policy Board dis- 
agreed. Do you have the authority to proceed to raise the matter 
directly at the White House level and obtain White House approval 
or is the vote of the Policy Board final in determining that ? 

Mr. Barnes. Well, I am sure that I could appeal to the White 
House and have a thorough hearing on my views. However, that 
situation has never arisen as yet. On the occasions that I have sought 
changes in the policy, I have discussed it with the represent: itives of 
the other department and have gathered the facts, and I cannot think 
of any instance that I was not able eventually to present enough mate- 
rial to enable them to act that they did not act favorably on my recom- 
mendations. 

Senator Morse. What factors,, Mr. Barnes, influenced the Loan 
Policy Board to establish your interest rate at 6 percent ¢ 

Mr. Barnes. The 6-percent rate applies only on the direct busi- 
ness loans that we make. In participation loans—the bank itself fixes 
the rate. The thinking of the board was this. In the bank participa- 
tion loans, for the Government to fix a rate would actually be interfer- 
ing in a transaction which is essentially between a bank and its custo- 
mer. The borrower had gone to the bank and sought a loan, or sought 
to have the bank participate with us, and the bank determined to 
make a participation loan, and therefore all the negotiations up until 
that point were between the bank and its own customer. And we felt 
it likely that they would charge their normal rate. To fix any other 
rate would be to interfere with those negotiations and the relations of 
the bank with its customers. 

We felt in the direct loans, however, that it should be a uniform 
rate across the country. It should not be lower than the rates charged 
eenerally by banks or it would tend to attract loans away from the 
private banking system. We found that the 6-percent rate was gen- 
erally regarded as a fair rate across the country and could be applied 
without hardship in any particular area. 

Those were the basic reasons behind adopting a 6-percent rate. 

We found that generally the bank rate, the average rate, if there 
was such a thing, would be a little less than 6 percent. 

On interest rates, I do want to say this to the committee. I cannot 
think of a single pores that has ever made a complaint to us about 
the interest rate, either on a direct loan or on a participation loan. 
In studying rates, we gathered all the material we could from every 
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part of the country, and we find that there is no particular uniformity 
as to Interest rates. In certain areas of the coun try there seems to 
be a going rate at a lower figure, 414 to 514 percent, where there are 
heavy bank deposits and adequate capital. In other parts of the 
country, the South and Southeast, in some places in the Southwest, 
there is a higher rate which seems to be accepted business practice. 

We found, furthermore, that there is a great variance as between 
rates charged by the same bank to various customers. The credit 
aspects of the borrower are taken into consideration by the bank in 
fixing its rate, as well as the term of the loan, and in particular the 
amount of work that the bank itself has to do. 

These rates should not be compared with your home-loan rates, 
which are long term and which are secured by mortgages. These are 
business loans, and in many of them the lender is called upon to do a 
great amount of work, particularly if there are accounts receivable 
involved. In some cases the lending institutions, such as factors, 
charge and are entitled to charge from 10 to even as high as 18 percent 
in cases where they advance funds in more risky enterprises and do a 
great amount of work in actu: ally collecting the accounts and servie- 
ing inventories. 

So that the borrower that comes to us for a 6-percent rate is usually 
very well satisfied with it. In a few cases where we have charged 
more than 6 percent, in bank-participation loans, they have been ones 
where the borrower would have been faced with a much higher rate 
if he were to go to perhaps another type of lender that would take 
the particular type risk. 

Senator Morse. I am advised, and I speak hypothetically about 
the problems raised, that the committee does have the points of view 
expressed by some small-business representatives that this fixed 6 
percent interest charge is having some detrimental effects. They point 
out what you point out in the testimony, that there does not seem 
to be a uniform policy across the country on the part of commercial 
loaning houses. In some instances loans can be obtained at 414 and 
514 percent. I am advised further that in some cases in requests for 
loans the interest rate charged may very well mark the difference 
between whether or not this small business, risky at best—because 
of this evidence of the fact that it cannot get the local commercial 
loan without Government participation, at least—-cannot make the 
orade at 6 percent, but could at 4 or $1, or 5 percent. Therefore. these 
representatives of small business would prefer some latitude of dis- 
cretion on the part of your agency in fixing the interest rate. 

You, in turn, have pointed out in your testimony at least some 
of the adminstrative advantages of the uniform rate, so that if it were 
one thing, discrimination could not be charged, or unfairness toward 
certain types of businesses in contrast with others. 

Nevertheless, for the record, I think you ought to make a state- 
ment on these protests that I understand are in the files of the 
committee. 

Mr. Barnes. Well, I think in operating a Gevernment loan pro- 
gram, where it is a direct loan, the Government should, as far as 
possible, treat all the citizens in all sections of the country the same. 
Otherwise it would put burdens both on any agency that enforced 
the law and congressional offices to try to ascertain whether or not 
the rate charged was a fair rate for the loc ality. 
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As I indicated, private lenders take these other elements into con 
sideration in fixing their rates. 

My own personal views are that there is not that much involved in 
the difference between a 6 percent rate and a 51% or a 514 percent 
rate which you might under certain circumstances charge if the rate 
was varied. I do not believe that that difference is sufficient to _ 
the success or the doom of a particular business. Most of these busi- 
nesses are revolving their funds fairly often, and frankly they expect 
to make a lot more than 6 percent when they obtain these loans. 

Senator Morse. Mr. Barnes, you reviewed with us briefly, by way of 
summary, your position on S. 1500 and S. 382 and stated why you 
favored some of the prov isions and opposed others. 

Mr. Barnes. I did that in a general way in my opening statement. 
The eee of S. 1500 that have particular merits so far as we are 
concerned are these technical changes which are refinements in the 
law that is ve se ‘ntly on the books. 

Senator Morse. Do you go along with all those changes? 

Mr. Barnes. Yes, sir. 

Senator Morse. Your —s greement is over the extension date ? 

Mr. Barnes. The only disagreement between S. 1500 as it is now 
written other than the extension cae’ is that we also favor the amend- 
ment that Senator Thye introduced today relating to the employment 
of attorneys by contract. 

Senator Morse. Would you expand on that a bit. You referred to 
that in your statement, but you did not give any reasons for your 
recommendation. 

Mr. Barnes. All right, sir. As a part of our work in closing any 
loan, it is necessary to employ counsel to advise on the loan papers 
at the time the loan is consummated and closed in our regional offices, 
when the volume of work has not been sufficient to justify retention of 
full-time counsel. Also, in connection with the disaster loans which 
are in remote communities usually, we have procured the services of 
attorneys by contract, based on a fee schedule which we feel is very 
reasonable. That has been our mode of procedure where the volume 
of legal work was not sufficient to justify putting on a full-time 
attorney. 

The General Accounting Office had at first suggested that perhaps 
the Justice Department should do this work. 

Senator Morse. I was just going to ask you why the United States 
district attorney’s office in the various regions could not have that re- 
sponsibility placed upon them, even though it might mean the adding 
of a part-time attorney or the assigning of additional duties to existing 
attorneys. 

Mr. Barnes. We have a letter from the Justice Department which 
I would like to introduce into the record. 

Senator Morse. It will be incorporated at this point in the record. 

(The letter referred to follows :) 

DEPARTMENT OF JUSTICE, 
Washington, April 19, 1955. 
Hon. WENDELL B. BARNES, 


idministrator, Small Business Administration, 
Washington 25, D. C. 
My Dear Mr. Barnes: The Attorney General has requested me to reply to and 
take appropriate action concerning your letter of April 6, 1955, requesting him 
to certify, pursuant to section 365 of the Revised Statutes, that certain services 
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performed by private counsel under contract with the Small Business Administra- 
tion in connection with the making of loans were actually rendered and that 
because of the lack of available personnel, the same could not be performed by 
the Attorney General or other officers of the Department. Your letter states that 
the request is made because the General Accounting Office has informed you 
that this certification should be obtained prior to the authorization of payment 
by the Comptroller General. 

Secion 365 of the Revised Statutes (5 U. 8S. C. 314) provides that no compensa- 
tion shall be allowed to any person, besides the United States attorneys, for 
services as an attorney or counselcr to the United States or any branch of the 
Government, except in cases specially authorized by law, and then only on the 
certificate of the Attorney General that such services were actually rendered, 
and that they could not be performed by the Attorney General or other officers 
of his Department. 

After careful examination of this statute it is my considered opinion that it 
has no application to the services performed by fee counsel for the Small Busi- 
ness Administration under the supervision and control of the Administrator by 
virtue of his powers and authority under the Small Business Act of 1953. 
Therefore, it would be improper for the Attorney General to make the 
tion which you request. 

Aside from the legal question, however, I think that you will be interested to 
learn that the Department has determined informally that it could not in fact 
provide the services which are rendered by fee counsel for the Small Business 
Administration at a cost to the Government comparable to that which obtains 
under the present arrangement. For this Department to undertake these services 
additional personnel would be required at a much greater cost. 

I return herewith schedule A, and the Administrator’s statement 
thereto, submitted with your letter. 

Sincerely yours, 


certifica- 


pertaining 


J. LEE RANKIN, 
issistant Attorney General, 
Office of Legal Counsel. 

Mr. Barnes. This letter states in gene ral that they do not believe 
a particular statute cited by the General Accounting Office is app slic a- 
ble to them. It further states that they have reviewed the work re- 
quired and in their opinion they could not begin to perform the wor ‘k 
at the price that we are able to have it done. 

You see, in connection with these counsel on disaster loans, most of 
them have agreed to serve at a rate of about $5 and hour, which is far 
under the rate that most attorneys get for their services. In connec- 
tion with the business loans, the rate is a little higher than that. But 
the General Accounting Office has said that they would prefer to have 
us clarify this by actu: ally having it spelled out in the law. 

Senator Morse. I think that. improves the record. Now, as to S. 
1500, Senator Thye’s revised recommendation that no expiration date 
be fixed, what comment if any would you like to make on his testimony 
that he thought it would increase the partic ipation of local banks if 
the local bank did not feel that the agency was going out of existence 
ina few months—automatically, I mean. 

Mr. Barnes. I have no way of knowing anything about that other 
than to say that 66 percent of our loans have been made during the 
past two years in participation with banks, at a time when the life of 
the agency was only for a 2-year period. I think that is a very high 
record as compared, for instance, with the RFC, where I think the 
most they ever had was some 30 percent or less than 30 percent bank 
participations. So I do not have any way to answer that with any 
degree of accuracy. I think that the record in the past 2 years does 
speak for itself a little bit in that regard, and it is the policy of the 
administration, on this subject, to recommend a 2-year extension and 
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sive Congress the opportunity to review the agency and its activities 
before any further reenactment of the law. 

Senator Morse. Would it be fair to say that part oi your argument 
seems to be based upon a policy of specific checks exere ised by Congress 
’s a matter of duty on these so-called special agencies, these special 
independent agencies, of which yours is a typical example ¢ 

Mr. Barnes. Yes, sir. 

Senator Morse. As to the Sparkman bill, I would assume from what 
you said that your only difference is over this matter of increasing 
che amount of the loan from $150,000 to $500,000, 

Mr. Barnes. Yes, sir. I believe that also in one bill the loan policy 
board would be eliminated. So I would disagree with both points 
in that bill. 

Senator Morsr. Yes—the second point. Do you think that there is 
a need fora Federal insurance program for small busines loans as pro 


posed nS. 383 4 


Mr. Barnes. I do not see any need for this type of legislation at 
this time, and there are certain features of that particular bill which 
| would like to bring to your attention. 

The bill is designed to make more credit available for financing 
small businesses by estab panne a system for insuring loans to qualified 
small meapeneee to be made by private banks and such other lenders 

meet with t he approve al of the Fede ral Re serve Board. I think 


these same comments would apply weiner it was SBA or the Federal] 
Reserve Board that was administering t » law. 


speak for the Federal Reserve Board. 

This bill appears to have two defects. .A loan extended by an ap 
proved lender to be insured up to the lesser of 90 percent of the loan, 
or the lender's insurance reserve. 


I am not trying to 


The establishment of an adequate 

surance reserve, based on 10 percent of the total amount of the loans 

made by an ap prove ‘a lender necessitates the making of a large volume 

of loans by em hy Suc hi ap proved le nder be fore the 1 Insurance reac ‘hes the 
maximum coverage. 

For esos! in order to provide 90-percent insurance for a $150,000 
loan, it would be necessary for the approved lender to make loans in 
the aggregate of 31,350,000. This large volume of loans would appear 
to provide some impediment for participation in the program by the 
smaller banks. 
ps believe it is of consequence that any program should permit the 
all banks to participate as fully in it as any of the larger banks. In 
our loan participation, for instance, the greater volume of the loans 
are ones in Which smaller banks participate. 

There are other technical points about the bill. S. 838 does not estab- 
lish clear standards as to what business enterprises shall be eligible 
for loans under the insurance program. Section 203 of the bill provides 
that the definition may conform, to the extent the Federal Reserve 
Board deems desirable, to the definition of small business concerns 
made pursuant to section 714 of the Defense Production Act of 1950. 

Section 714 has now been superseded by the Small Business Act of 
1953. 

In any event, there is some question in our minds as to whether it 
will serve the best interests of the smaller banks. 

And we found something, Mr. Chairman, which I think would be of 
interest to your committee. When these | 


~ 


ills were before Congress 2 
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years ago, one of the men that testified was Mr. Ken Cravens, who was 
at that time Administrator of the RFC, and a banker with great quali 
fications in the lending field. We have looked up his testimony on this 
bill, and I believe it would be of interest to you. 

L am just summarizing it gener: ally, but he said that the success of 
any insurance plan depends upon the existence of a standardized type 
of risk that requires very little selectivity, such as the FHA loans or 
home mortgage loans or consumer credit. Where all such loans are 
insured, the reserve created by the good loans provides the funds which 
defray the losses incurred on the bad loans. But when the premium 
load raises the effective interest rate paid by the borrower so high, as 
might be the case here, the more credit-worthy borrowers won't pay 
the rate. Thus, all the small-business loans are not brought within the 
coverage of the plan, with the result that only the less credit-worthy 
loans become insured. As a result, the probabilities are that the plan 
would not prove successful right from the start—and I am sure he 
meant in this type of loan—where you have different credit elements 
involved in almost every loan that is considered. 

A second point he made, or perhaps it is the same point but stated 
another way, is that the bill only atfords protection to the lender who 
has this large volume of high effective rate loans to small business. It 
does not protect the lender who does not have access to a large volume 
of such loans. This is true because the insurance coverage is for the 
lesser of 90 percent of the loan or the lender’s reserve, which in turn 
is only 10 percent of the total amount of loans on which premiums 
have been paid. 

In other words, as in the case of any insurance plan, a volume of 
standardized risks is indispensable to its suecess, and such volume is 
not ordinarily available to the bulk of lenders who have contact with 
small business. 

I will interpolate there and say that your small bank in small towns 
simply does not get enough loans presented to it of the type that would 
come under this to standardize its risk or to give it the volume needed 
to enable it to insure its loans. 

This bill, in his opinion, did not carry sufficient inducement to get 
nonvolume aaa business lenders to alert their thinking and their 
techniques to do a better job and carry on a larger part of this lending 
load. 

In a general way, the standardized type loans, such as FHA and 
other ones that can be insured, are ones in which you do not have 
to take into consideration in making the loan other elements, such 
as the competency of management and the prospects of business and 
the many other factors that enter into making a business loan, which 
certainly are not standardized. There is nothing standardized about 
the type of loans that the Small Business Administration has been 
making or that would be presented to the banks of the country under 
this bill. 

Senator Morse. I am glad you mentioned the FHA because I was 
going to ask you about the FHA insured loans. a seem to work 
quite satisfs wtorily. But one of the criticisms _ our committee 
has is that, as your statement points out, they m: oe 392 loans. The 
proponents of S. 383 claim that an insured loan aa 1 inerease the 
Sek me of loans that you would be able to make, because there would 
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be a greater tendency on the part of the small local banks to parti 
pate in the loan, which is a matter of opinion. | 

As to the matter of standards, it would be up to your agency, would 
it not? You have the authority to lay down and promulgate the 
standards. 

Mr. Barnes. Yes, sir. But this business of making a standard 
for this type of loan means that you may set criteria of eligibilit; 
and general overall polic ies. However, in the making of each loan. 
you finally reach a point where you must weight all the factors and it 
is credit judgment that is exercised. That is not true in the stand 
ardized type of loan like FHA. It is possible there to fix yom 
appraisals with greater certainty. ‘There is more of a resale for the 
collateral that is al There is a wide market for the homes. 

In a business loan, you don't find these fixed elements. Othe: 
more important elements such as the competency of management and 
the soundness of the general business prospects, must be considered. 
That just means this—that at some point in that loan, you are going 
to have to have exercised a credit judgment based on these many 
different factors which you must collect as accurately as you can, at 
that point judgment must be exercised, which is not so much true i 
the other type of lending. 

Senator Morse. I am glad to get your point of view in the record 
on the bill. I should like to add only this additional comment. Are 
we not dealing here with a business problem that necessarily requires 
investing reasonable discretionary business judgment in the personnel 
of the Government agency? Rigid rules of thumb would not work 
here in making these loans any more than they work in a local bank. 

Say we have a young fellow in the community who has got a gadget. 
He can do one of two things with it. He can sell out, let some large 
business take it over, and maybe they will give him a small royalty, 
or he can go in private business for himself. And the Government 
a Business Administration, after careful study, thinks he ought 

» be encouraged to go into business. He might have difficulty in 
getting a local banker to share that judgment, but they might be will- 
ing to share and participate in the loan if there was an insurance 
program. 

Is that not the type of independent small-business man that Con- 
gress had in mind when it set up this agency, not solely but in part, 
to assist. An insured loaning policy would give him greater assur- 
ance of assistance. 

Mr. Barnes. Of course. I think the Congress did have such a man 
in mind, and, of course, we have made some loans of that type. But 
my comments on the insured loan were that it was doubtful that the 
bank in a small town would have a volume where they could get 
maximum coverage, and that very likely they would not participate 
in the program the way that it was desired; that what you would find 
would be the banks that had a larger volume could look at more loans, 
could afford to come in, would be attracted by it because of the maxi- 
mum coverage they could get. And I do not believe that is what we 
feel is necessary. You want the smaller banks to have as much access 
to this type of insurance or coverage as the larger banks. 

We have made a study of the type banks that have participated in 
our program which I think you would find very interesting—their size, 
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the capital structure and the entire factors of the particular banks. I 
would be glad to submit that for your decision as to whether it goes 
ito the record or jus t is reviewed by the committee. 

Senator Morse. Assuming that the policy described in regard to the 
small bank works out in practice, why should the small-business man 
| the community be forestalled from getting a loan from one of the 

larger banks on an insured basis if the larger bank would make the 

loan under an insured basisé From the standpoint of the small-busi- 

hess man, if the small bank does pot want it. why should the doors of 
ie large bank be closed to him ? 

Mr. Barnes. Of course, he would not be forestalled, but the tend- 
ency then would be, it seems to me, that a businessman would want to 

his banking in a bank that was large enough to advance credit 
under this type of program, and that would tend to attract customers 
iway from the smaller banks to the larger banks, and in many States 
there are not a large number of large banks in the State, but there 
are a few large banks and a great many of what we would call the 
smaller banks. 

Senator Morse. My assistant here tells me that I ought to point out 
to you that you can still use the participation system through the 
present program in circumstances such as you just commented on. 
hut this does not block out using the participation program. What 
we are seeking to do is increase the loans, where the risks are reason- 
ible. and the contention is that whereas you made 1,392 loans to date, 
as your statement shows, with an insurance loan program you prom 
ably would have been in a position to make more loans, and to the 
extent that you do, you help small business that much more. 

Mr. Barnes. Well, sir, I can only express my personal views on 
this. I don’t have a feeling that there is that much difference bet ween 
a bank participation under our loan and an insured program. Now, a 
bank can ne in under our program and have up to 90 percent par- 
ticipation by the Government, with no penalties or advantages, de- 
pending on the volume of loans it makes. It is inconceivable to me 
that a bank would be more attracted by a program where it would 
have to have a certain amount of reserve in the fund in order to obtain 
the insurance benefits. 

Under the present authority, we are able to deal with the bank if it 
s the first loan they apply for or if they have got 15 or 20. 

That is my feeling about it from dealing with the matter. We make 
a large percentage of the bank loans applied for. 

Senator Morse. I wanted to give you an opportunity to discuss the 
bill. That is why I asked the question. 

The next bill is S. 381. Do vou think there is a need for the estab- 
lishment of national investment companies as provided for in the bill? 

Mr. Barnes. I would prefer to have the Federal Reserve people an- 
swer that more fully. I would like to say this about it. We have fol- 
lowed in a general way the situation with regard to obtaining equity 
capital. And while it is certainly true that small firms are not im as 
good a position to obtain it, I think there is a different situation now 
than was present in 1948 at the time the report was written. And I 
will submit this as my own impression of it for what it is worth. 

There was difficulty ‘n obtaining equity capital, certainly until the 
market became as buoyant and optimistic as it is now. The funds 
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tended to be attracted into the stocks of the better companies, and cei 
tainly the better paying stocks—and I am frankly no authority o1 
this. But we find from just the checks that we have made that now 
there is a great diversity of investment. We find many smaller con 
cerns Bea are now able to interest investors in their stocks—certainly 
down to $500,000 or less—which was not true even a year or so ago. 

Senator Morse. Is it not true, Mr. Barnes, that sy and large the 
small-business man, running an ice-cream plant or vlan dry or dry 
cle ining establishment, does not issue stock ¢ 

Mr. Barnes. That is true. And part of that, sir, is a psychological 
thing. and that is that most owners of small business do not want to 
share their equity ownership. I think it would be a miscalculation to 
assume that most small owners, regardless ot whethe 7 they are in 
retailing or im any other type of business, are searching for equity 
cap tal. Most of the ‘mare seeking to hold on to as k arge a perce hntage 
of the proprietary interests in their company as they can. But as 
they get larger, there comes a time when there cert: ainly is a need for 
additional equity capital. It is not the street corner merchant or the 
small factorv—it iS the middle-sized smal] companies, And those 
concerns we felt for a long time were penalized by reason of the costs 
they had to pay in floating an issue of their stock. 

You no doubt are familiar with some of the reports that these 
costs amounted to 18 or 20 percent. 


However, more recently we are finding that many are able to get 
stors who will invest in their concerns, and furthermore, we are 

t cony _— that many of them do not find that cost of obtaining 

ea DP tal as much a hindrance as it appears on the surface, the 


ne iu at the book value of the stock of the concern that ob 
s financing in — Way is so materially improved, that it is such 

an advantage to them, that the costs are not considered prohibitive. 
And as to those costs, we have been into that with the SEC > with 
the Investment Bankers ot America, who appointed a small-business 
committee to work on that same problem and to work with us in cer 
tain features of it. Those costs are mostly fixed costs which are paid 
to salesmen. It is not the registration costs, but it is the necessity of 

paving a salesman to sell the stock. 

Senator Morse. I want to ask one question about 8S. 16. I think you 


Were present the other day when Judge Ramsey and Judge Taylor 
testified. 


Mr. Barnes. Yes, sin 

Senator Morse. Am I correct in understanding that SBA does not 
favor S. 16, and if so, why 4 

Mr. Barnes. This is a problem with which I am personally fa 
miliar, since my home is in Oklahoma, and I am very sympathetic 
to the problems of people in that area, and have seen the situation 
myself, 

However, S. 16 attempts to solve the problem by bringing the area 
in which there is a drought, in which a drought has been declared, 
under our law as a disaster area in authorizing us to make loans. 

First of all, we think the problem is an agricultural problem more 
than a business problem. As they testified the other day, the credit 
of merchants becomes so extended to their farm customers that it is 
almost impossible for them finally to do business, and the problem 
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would be alleviated somewhat if something were done to enable their 
‘ustomers CO pay their bills. 

Now, the Department of Agriculture has a lending program directed 
to lending to drought-striecken farmers, but it enables the loans to be 
made only for current living expenses, and it does not allow funds to 
be advanced for past indebtedness, which is the problem of the 
creditors, the town businessmen. 

Senator Morse. Am I correct in my understanding further that 
the Department of Agriculture disaster loan funds cannot be loaned 
tomerchants / 

Mr. Barnes. That is correct, yes, sir. However 
citation now, but I ean get it 

Senator Morse. You can supply it for the record. 

(The information referred to follows:) 


I don’t have the 
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law which limits the Department of Agriculture from making loans 
to merchants, as requested on page 230 of the transeript of proceedings 
of the hearing before your subcommittee on May 9, 1955. 

1 Oot i. Ax 114801 et seq.3 6 (©, KF. R., Part 381. Under this 


Dear SENATOR Morse: I am submitting herewith the citation of the 


authority disaster loans ay be made to farmers and stockmen where 
production or economic disaster have caused a need for agricultural 
credit 
Sincerely yours, 
WerenbDELL B. Barnes, Administrator. 


Mr. Barnes. I say this with Administration approval—if the ag- 
ricultural loan law is amended, authorizing those drought loans to 
be made, taking into consideration the past indebtedness as well as 
the present indebtedness, it would enable the size of the loan to be in- 
creased, which would enable the farmer who is the real victim to not 
only pay off his debts, but to have current living expenses and op 
erating expenses for his farm. 

Senator Morse. Is it your recommendation that we amend the Ag 
ricultural Loan Act rather than the SBA Act ? 

Mr. Barnes. Yes, sir. There is a very good reason for that. also. 
In the making of disaster loans, we have limited our loans to the flash- 
type disaster, such as a flood, a hurricane, or a tornado, in which you 
can ascertain with certainty that the loss is caused by the disaster. 
In a drought situation, it is not possible to do that with such cer- 
tainty. The individual business that is hurt by the drought-stricken 
customers being unable to pay their bills may have already been in 
a bad way prior to the drought. The drought is an insidious thing 
that comes on over a period of time, and it may be other business judg- 
ments which caused the situation in which the business owner finds 
himself. So that it is not possible to attribute the cause of the diffi- 
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culty to the drought in the same way that it is in the case of flood or 
tornado or hurricane or other types of disaster. 

Senator Morse. If we amended the Agricultural Loan Act, would 
vou use language that would make it possible for the Government 
officials to make loans retroactively, shall L say, in the sense that they 

‘an take into account previous disasters rather than disasters arising 
ae the date of the bill and moving forward ¢ 

Mr. Barnes. Yes, sir. I don’t have any specific instructions on the 
retroactivity, but I do have on the amending of the law to permit past 
indebtedness to be included in the funds sought under the loan. 

Senator Morse. The reason I put the question the way it is worded- 
retroactively—was for descriptive purposes by me only. The reason 
[ put the question that way 1s that both Judges Ramsey and Taylor 
pointed out that these merchants are now in the plight they are in 
because of past loans they have made to the farme 2 by way of credit. 
[f the drought continues and they just cannot extend credit further. 
and they are already in a bad business way, simply providing them 
now with Government funds would take care of credit that they ad 
vance from now on, or from the date of the bill on, and would not 
solve their small business problems. What they have got to do is get 
their books cleared, so to speak, so that they can be of help in the 
future to the farmers in that area. 

Mr. Barnes. Well, I wonder, if the loan to the farmer, however, 
included funds for his past debts, would that take care of the situ 
ation they mention where it was due to the past drought, drought over 
‘l e riod of a couple of ve ars ¢ 

Senator Morse. I think it would. I think it is a question as to which 
is ‘ most efficient administrative agency to use for assistance to the 
businessman. I can imagine that a businessman might feel a little 
bit strange to have to go through the Department of Agriculture, via 
the creditor. Whereas if he is able to perform quite a public service 
by extending this credit, the small business disaster policy ought to 
look after him rather than the Department of Agriculture. I assume 
that is the phi losophy of the peenenness. of the bill. But you think 
administratively it would be better done by the Department of Agri- 
culture handling the problems of the individual farmer. 

Mr. Barnes. Yes, sir. I do think so because of the difficulty in 
ascertaining the cause of the trouble under our law. Unless standards 
were set up, it would be very difficult for us to ascertain whether this 
man Was just a poor business operator or whether it was truly caused 
by the drought. 

Senator Morse. It would be determined somewhat by the re presen- 
tations made by the two Judges that this is not a matter of particular 
cases, but that it represents pretty much the general economic condi- 
tion of all small businesses in the area, rel: itively speaking, with some 
exceptions, I suppose. 

Mr. Barnes. Yes. But I don’t think all small businesses are uni- 
formly affected, even in a drought area. 

Senator Morse. Well, that is a question of fact I do not know the 
answer to. I would judge from what the Judges testified it is pretty 
general, and they cannot all be bad managers. It must be the drought 
emergency disaster itself that is the cause of economic trouble. But 
that is for the committee to go into. I have your answer as to your 
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preference administratively, that it be handled through the Depart 
ent of Agriculture. 

Your disaster loan rates are 3 percent. Do you contemplate any 
nerease 1n those rates as the Department of Agriculture has recently 
nounced in regard to its disaster loans being increased from 3 to 5 
percent ¢ . 

Mr. Barnes. No, sir, there is nothing pending before us at the pres- 
ent time, and I know of nothing being considered that would make 
is change our disaster rates. 

Senator Morse. I am advised that the RFC disaster loan policy 
Was very successful even at a very low interest rate, that it paid Our 
remarkably well. Are you familiar with that ? 

Mr. Barnes. Yes, sir. As I mentioned previously, we are now col- 
lecting about 3,000 of their loans. It is a humanitarian program, of 
course, to rehabilitate the people that have lost their homes or their 
businesses in some major catastrophe. This does not compete in any 
way with the program of the Red Cross. If people are destitute, are 
unable to repay any funds advanced, the Red Cross provides their 
services. And if the Red Cross people feel that this is a situation in 
which some repayment can be made, they refer such cases to the Small 
business Administration. While we collect the best credit informa- 
tion that is available, the most important thing is to operate as quickly 

possible, to give the victims some assurance that they can reopen 
the ir businesses and the Mf will be able to rebuild their homes. So we 
use local people in the community, and base our judgment largely upon 
their recommendation, although we do keep the final decision to our- 
selves. We advance the funds, if there is a possibility of re payment. 

Senator Morse. And the total record in the RFC, with its low- 
interest rates, is a pretty good pay-out record. 

Mr. Barnes. Yes, sir, it is a good pay-out record. Our interest rates, 
incidentally, are the same as the RFC’s on this disaster loan paras 

Senator Morsr. Now, going away from these particular bills, and 
for the record. My attention has bee n called to what Senator Thre 
pointed out, on page 2 of his testimony in the first paragraph, that this 
is the first peacetime independent Government age ney devoted exciu- 
sively to the problems of small business. Is it true that SBA, however, 
really was built upon Small Defense Plant Administration policies / 

Mr. Barnes. It is true to this extent. The Small Defense Plant 
Administration was limited only to those companies that were doing 
business with the Government, and that meant there were some 200,000 
to 300,000 at the outside, and not.all of those that were eligible took 
part in this program. So that in theory, this agency, since it relates 
to the entire small business community, would deal with and have 
eligible for service under its program some 4 million small businesses. 

Senator Morse. The Small Defense Plant Administration was very 
much concerned with one very important phase of your administration, 
namely, the procurement policies of the Defense Establishment and 
the desire to obtain the subletting of contracts to small plants. When 
this bill, this Small Business Administration bill, was before the Con- 
eress, one of the strong arguments, both in committee and in debate, 
was that it worked so well in regard to the Small Defense Plant Ad- 
ministration that it ought to be continued through this new agency, 
and this new agency itself expanded. 
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Mr. Barnes. Many of the programs were carried over almost intact 


lf mean the Joint determination program, the issuance of certificates 

of competency, and the issuance of certain of these management aids 
ihe Small Defense Plants Administration, however, did not make 
nV toans. They recommended some loans to the REC 


If I were asked to compare the work of the two agencies, and not 
ny Way make any insidious comparison, but merely a narrative of 
what has h: ippened, we have been able to expand and I think perfect 
the joint determination program so that what was well underway at 
the conclusion of the SDP A has now been expanded into a much large 

di more effective csaiane 

In the issuance of certificates of competency, the SDPA issued, I 
should think, more than we have, because the Korean war was on 
at the time. We have adopted a somewhat different policy in that 
we regard that as a very serious responsibility, and since we have 
good financial men and good engineers at hand, we check very care- 
fully the capabilities of these companies that apply before we issue 
a certificate of compentency. Asa result, the ones to whom we have 
issued these certificates have had a very fine performance record, 
generally speaking a better record than the ones that received cer- 
tificates from the SDPA. 

The third point is that we have not taken prime contracts the way 

he SDPA did. They took some 8 or 9 prime contracts. We have 
soca that more as a wartime function—the reason being that 
many of those contractors could not complet e their contract success- 
fully without the expenditure of considerable funds on the part of 
the Government to actually put engineers and people in to supervise 
the administration of their work. 

Senator Morse. The statutory ceiling imposed on you would not 
make it feasible to make loans on very many prime contracts, because 
most of the prime contracts run over your ceiling. 

Mr. Barnes. That is right. We have had several situations in 
which a prime contract might have been involved in theory, but we 
were able to make a loan, and thus obviated the necessity of a prime 
contract. 

Senator Morse. Would you say that your agency has profited from 
the experience of the Small Defense Plants Administration and in 
respect to procurement contracts has been able to extend some of their 
policies and in your opinion improve upon others ? 

Mr. Barnes. Yes, I would say that they have provided a system 
which we have continued in negotiating with the military on these 
procurements tha* we set aside, and I think that like anything else, as 
you gain additional experience, you are better able to do a particular 
type job. We still find areas in which we must negotiate with the 
Defense Department, and we are not always 100 percent in agreement 
about the way things are done, but we have one particularized view- 
point and so we advance that as best we can. 

Senator Morse. Now, Mr. Barnes, I have a few questions, very few, 
— l have been requested to ask you, with regard to the impartiality 
of the personnel of your agency, which might become involved in any 
ino ussion, either in committee or on the floor. May I assure that T 
am not personally asking these questions. 
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| suppose I could introduce the subject matter by asking you if 
you and your agency would make loans to Democratic businessmen 
is readily as you would to Re publican businessme} 

Mr, Barnes. Senator, I cannot think offhand of any situation in 
well, I might say one or two that I could even have acerta ned the 
polities of the applicant that came in there. There is no point in 
our procedure where that becomes important or where we even learn 
of it. Of course, we receive communications from congressional of- 
tices, but their inquiries are discreet and there is no attempt to put 
any pressure of any kind either for or against the loan. And I have 
observed that there is not any seshediedial made as to the polities of 
the appheant involved. 

If you will examine our pins on the map here, which indicate where 
the loans have gone, I think that there is a pretty even distribution 
across the country in keeping with the populat ion. 

I have personal views on this. I would feel very strongly that any 
political considerations that entere «| into a (government loan program 
vould be a justification for eliminating the program and would be 
very reprehensible on the part of the officers that administer it. 

Senator Morsr. Well, I can understand that point of view, because 
when I intervene in the sense of asking only for service within the law 
of your agency or any other, seldom do go into the polities of the 
businessman concerned. If | did, it woul d be of no interest to me as 
far as performing that service for him. 

I have been asked to discuss this with you very briefly and to give 
you and op pees to make a statement for the record. Apparently 
-ome criticism has been filed, I sup pose with respect to disgruntled 
people who have not obtained a loan. I know very well the subjective 
values that go into those judgments in other fields of activity. But 
nevertheless, the criticism seemed to develop around a speech that you 
me on February 14, 1954, in the course of which you expressed some 

artisan pol ints of view. I have no criticism of partisan points of view 
ina political campaign. I will be very brief on this and get it in the 
record, and you will be asked to make a comment. It only goes to the 
cuestion of whether or not we look to an impartial agency here or look 
toa biased one. 

This concerns the Washington Post item of February 14 stating: 

Wendell B. Barnes, head of the Federal Small Pusiness Administration accuses 


Dyremocrats of Communist-coddling and of criminal folly which would reduce 
Western civilization to ashes. 


The speech has been filed with the subcommittee, and these are the 
excerpts that I want to read. I will read them and then you can make 
uny comment you care to, or if you do not care to make any, you need 
not comment. I will at least have raised the matter for the record. 

You are reported to have said: 


sutitisonly astart. If we are to complete the program the President has laid 
out, if we are to make good on the promises we made to the voters 15 months 
ago, it is absolutely essential that a strong Republican ache ty be returned to 
both Houses of Congress in November. A Democratic House or Senate could 
sabotage the whole program. It would be a disaster. Confusion would be again 
enthroned. It would be unthinkable. 

It is unthinkable, particularly at this time when the boldest frontal assault in 
all recorded time is being made upon private property and private enterprise. 
The Communists are sworn to destroy both of them. Why in the name of con 
monsense should we help the Communist cause by destroying them partly o1 


ur 
selves? 
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And another ex erpt: 


If they really know what they are doing, they are guilty of playing politics of 
the most vicious sort—not only playing politics with human misery but witl 
the safety of the entire Western World. There are penalties for those who ery 

ire n a theater, for those who consciously cause a run on banks, but what 
penalty could be large enough for those who, in criminal folly, could reduc 


estern ¢iviliZation to ashes 


My attention was called to other comments in the speech that I 
think it would be an understatement if I said were not particularly 
enthusiastic with reference to the Democrats. Another one says: 


Che days of Communist-coddling are over—I trust forever—along with 





m that called every attack on Communists in Government eithe 
red herring” or a “witch hunt.” 


And also: 

losum up, an aroused citizenry, tired of corruption, Korea, controls, confusioi 
and Communist-coddling turned the Democrats out in 1952 and handed over the 
reins of government to our trustworhy Republican Party 

We will put the entire speech in the record. 
| le Speech referred to follows:) 


























































































































































































































































\ -ESS BY WENDELL B. BARNES, ADMINISTRATOR OF THE SMALL BUSINESS 
ADMINISTRATION AT BRIDGEPORT, CONN., LINCOLN Day MEETING UNDER THI 
LUSPICES OF THE BRIDGEPORT REPUBLICAN TOWN COMMITTEE, FEBRUARY 1 1954 









» address this outpouring of Republicans of the State of Con 
necticut, as we celebrate the birthday of that outstanding Republican of a 
time Abraham Lincoln 
though I hail originally from Oklahoma, I can claim some New England 

background I went to Brown University not too far from here. And, too, a 
considerable part of miy time and attention as Administrator of the Small 
Business Administration has been devoted to problems of this State and others 
in the New England area 

The principles and examples of this part of the Nation are those on which our 
beloved country was founded and gone forward to greatness. ‘The cult of free 
dom, no less than culture, industry and Yankee ingenuity are synonymous with 
New England! 

For 20 years, we Republicans have had to set back and listen to the Democrats 
boast about the accomplishments of their Party in office. They even boasted 


about their defects. It reminds me of a Lincoln story. When he was President 
Mr. Lincoln harked back to a time when he was a boy in Kentucky and a horse 
was being sold at some crossroads. The owner of the horse had a small boy ride 
the horse up and down before the crowd. A man whispered up to the boy: 


Look here, boy, hain’t that horse got the splints?” 
The boy whispered back: “Mister, I don’t know what splints is; but if it’s 
good for a horse, he’s got it. And if it ain’t good for him, he ain't got it 
The Democrats never recognized the splints of their own jackass, except to 


Now, for the first time in 20 years, we Republicans can gather together and 
talk about our accomplishments in office. Last year, at this time, it was a bit 
too early President Eisenhower had hardly been in office a mouth. But now 
the first year of this administration has passed into history and in that first 
year it has made a great start in “cleaning up the mess in Washington,” in re- 
storing honesty, integrity and dignity to our Government and in turning back the 
Communist threat 

But it is only a start. If we are to complete the program the President has 
laid out, if we are to make good on the promises we made to the voters 15 months 
ago, it is absolutely essential that a strong Republican majority be returned to 
both Houses of Congress in November. A Democratic House or Senate could 
sabotage the whole program. It would be a disaster. Confusion would be again 
enthroned. It would be unthinkable. 

[t is unthinkable. particularly at this time when the boldest frontal assault in 
all recorded time is being made upon private property and private enterprise 
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fhe Communists are sworn to destroy both of them. Why in the name of common 
sense should we help the Communist cause by destroying them partly, ourselves? 

Abraham Lincoln was a great upholder of the rights of private property. 
Here is what he said about it, in a inemorable and oft-repeated quotation: 

“The strongest bond of human sympathy, outside of the family relation, should 
he one uniting all working people, of all nations and tongues and kindreds. Nor 
should this lead to a war upon property or the owners of property. Property 
is the fruit of labor; property is desirable; is a positive good in the world. That 
some should be rich shows that others may become rich and hence is just en 

uuragement to industry and enterprise. Let not him who is houseless pull down 
the house of another but let him work diligently and build one f himself, thus 
by example assuring that his own shall be safe from violence when built.” 

Communism is antiprivate property and anticapitalist, all right, but in its 
manner of practice it is even more antihumanity than it is anticapitalist. 

Can you conceive of any Communist leader ever using such a greathearted 
umanitarian expression as this, from Lincoln’s second inaugural 

“With malice toward none; with charity for all; with firmness in the right, as 
God gives us to see the right, let us strive on to finish the work we are in; to 
bind up the Nation’s wounds; to care for him who shall have borne the battle 

nd for his widow and his orphan—to do all which may achieve a just and lasting 
peace among ourselves and with all Nations.” 

And the man who said: “I believe this Government cannot endure permanently 
half slave and haif free” would say today, if he were alive, “I believe the world 
cannot permanently endure, half slave and half free.” 

We hear a lot of talk these days about recession and depression. What are the 
facts? What we are now going through, and have been going through for 
several months, is an inventory adjustment, according to the Economic Report of 
the President It is the inevitable product of the inflations which follow two 
Wars and more than 20 years of deficit financing by the Government. 

Now, halting an inflation is no small matter, particularly one which has been 
unning this long. It is something like getting a dope addict “ofl * But 
there is no doubt but what the patient must be gotten “off dope” if he is ever to 
be strong and healthy again. 

The President has a Council of Economic Advisers, made up of experts, not 

liticians, who take readings on the state of the Nation’s economic health. They 
tell the President just how fast, and by what means, the transition from in 
tlation to a truly healthy economy can be accomplished with safety. The entire 
administration is awake to the problem and alert for signs of undue strain and 
pain. I wish to bring you this word from Washington: This administration will 
never permit a recession to gain momentum before taking counteraction and, if 
necessary, drastic counteraction. 

So, beware of this scare talk. 

The administration is already taking some highly effective countermeasures, 
now, in advance of the event, to head off any possible trouble. Even now, new 
tax-relief and tax-reform measures are being readied by Congress. They are 
designed to stimulate private and corporate initiative and to encourage risk- 
taking so that the present slight liquidation of inventories will not spread to the 
capital goods sector of the economy. 

Another thing which has been done: The Federal Reserve System has reduced 
the rediscount rate. This is a traditional anti-recession step designed to make 
credit easier. The Federal Reserve is saying that anybody who is entitled to 
credit is going to get it—we are not going to have any “tight money” policy. 

You know, it’s a strange thing about human nature. People seem to be more 
willing to believe those who cry out their forebodings of doom than to listen to 
those who point out the hopeful, constructive things. There are croakers and 
prophets of gloom and doom who are now crying at the top of their lungs that 
“Depression is just around the corner”. 

These people, I hope, are merely thoughtless irresponsibles who do not realize 
that the safety of the whole world rests upon the soundness of the American 
economy If anything serious happened to it, the only gainers would be—not 
the “croakers’”’—but the Soviet Union. 

If they really know what they are doing, they are guilty of playing politics 
of the most vicious sort—not only playing politics with human misery but with 
the safety of the entire western world. 

There are penalties for those who cry “fire” in a theater, for those who 
consciously cause a run on banks, but what penalty could be large enough for 
those who, in criminal folly, could reduce western civilization to ashes. 
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inded New Deal Democrats are very indignant against those wh 
n that they, the gloom-doom people, are motivated by politics 
ll over the place and threatening to sabotage needed legis 


doesn't halt these terrible accusations 


neoln, as a young lawver, defended a man who was accuse 
summing up before the jury, young Abe said that 

f aman who, going along the highway with a pitch 
attacked by a fierce dog which ran out at hin 

In warding off the dog with the pitchfork, a prong 


‘demanded the farmer. 
* replied the man 


dog with the other end of the pitchfork’? 


>with his other end?" 


t 


to who started what and who-struck-John vou are likely 
| de which “cries” now is the side which did some of the most 
character-wrecking of all time I do not recall that the New Deal 
Fear Deal-Democrats were very considerate of Mr. Hoover, whon 
» pilloried for more than 25 years as a heartless depression-bringer. 


have sought to benefit from this demagoguery, who have 
ass feeling to America, should be able to “take it” a 
and not “ery” and whine that they won't. cooperate even on merito 
isures unless the Republicans let upon them! 
ng stands out in all this: An inventory adjustment can be run inte 
more serjous by loose talk or by calculated design. But for the 
a present fact, the calamity howlers cannot make this out to 
nything more than an inventory readjustment 
nceoln once had a delegation of critics call on him at the White House He 
»> them pat iently _ then he asked 
many legs will a sheep have if you call the tail a leg?” 
answered “Five” 


are mistaken,” said the President, “for calling a tail a leg don’t make 


alling a mild recession a “depression,” don’t make it so, 
how accurate are these prophets of gloom and doom’? What is their 
average in the recent past? 
ember, right after the end of the war in 1945 and 1946, the croakers were 
tl we were going to have an immediate downturn and that from 
le would soon be out of work. Instead the economy churned 
“oduced jobs for 60,000,000 people—a figure which had previously 
fantastic And it has kept on going up. 
illy, the famous commentator who breathlessly announced on the 
ntly that there had been a decrease in employment by 400,000, 
1 to mention that approximately 65 million were still employed—an 
of, undreamed of, figure as recently as 4 years ago. 
ng the early summer of 1958, some economists predicted a 9 percent drop 
gross national product for 1954. They have since whittled it down to a 
nt drop—they are not so sure we are heading for a slump! Now, what 
lid have a drop of 5 percent—what would that amount to? <A 5 percent 
our goods and services would bring their value down to S349 billion 
is bad, you say? Well, just remember this—that $349 billion in goods and 
services is still a billion above the total for 1952. 

New England industry has had some hard knocks in its day. But it is a hardy 
perennial. It survives all of its down and turns them into ups over a period 
of time. Did you know that, between 1939 and 1953, New England’s manu- 
facturing industry showed a net gain of 400,00 jobs? 

Comparative statistics—particularly those which are given in percentages 
an distort a picture. For example, you may have heard it said that New Eng 
land aceounted for 15 percent of the entire Nation’s manufactured goods in 
1900, whereas in 1952, it produced only 8.2 percent, a drop of almost half. 

But when you look at the picture in terms of money value, you get an entirely 
different perspective. In 1900, the value of all the goods produced in New Eng- 
land was only $750 million 

In 1952, the value of New England's products had soared to $9,750 million, 
or just $9 billion more. Even allowing for a decreased value of the dollar, this 
is still a stunning total. 
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We in the Small Business Administration have 
onomy sound. Indeed, unless the overwheln Ing 


ipanies we represent are sound, the econ 


siness is kept healthy and on an even keel then e 


| we have nothing much to worry about 


rhe Eisenhower administration is intensely 


has proved it to the hilt by coming out f 


hich will be of tremendous benefit to small business 
Oppressive tax burdens on small business are a m: 
nd growth For one thing, if they could 


meerns would not be in such need of bar 


L i 


c ren 


retain 1 
or other | 


re moderations of double taxation of 


an 


dividends, incre 
es and longer loss-carrybacks 

It is with considerable pleasure that I announce tonight, 
the Small Business Administration plans, within the mont] 
branch office in Connecticut, the better to serve the businessn 
We are going to do all within our power to promote business 21 
} 


health in the New England area We are 
don't believe you are! 


+] 


not alarmed by 


We Republicans are confident for 1954 and 1956 We 
election results because we are confident of our party he party which 
stood the test of tempestuous times before this We are con ! f the wle« 
tion results because of our magnificent President—the our party 
Dwight D. Eisenhower. 


And while we are confident, we are not overconfident We remember 1948 


We do not believe victory will be easy this coming November. We ha 
to work—every one of us 


ve zot 
to spread the truth, to meet the political enemy on 
every rostrum and at every crossroads and i 


ves, in ir dail 

We must keep ourselves informed and ready, when we 
of our President and our party, to speak up and defend then 

You owe it to yourself, your party and your country to nail unjust criticisms 
and lies, half-lies, subterfuges, talk of defeatism and of economic disaster 


I want to mention, as an example, one rather small thing—but a significant 


thing: The tendency in partisan quarters to criticize President Eisenhower for 
his vacations. 


You know how other recent Presidents have spent their vacations 
belonging to the Navy, or at Key West 
have cost the taxpayers. 


on eruisers 


and you have an idea of how much these 


Our own Ike, like millions of other Americans, on his last \ 
visit in his gracious wife’s home—without fuss or pretension. He made his office 
a room in a nearby Army camp, using regular camp guards. During his vaca 
tion he began work each day with appointments starting at 7 a.m. After work- 
ing until 1 p. m., he had a quick lunch and repaired to the golf course for an after 
noon of athletics. He kept regular working hours save on one weekend fishing 
trip. 


acation, went to 


So I ask you, which recent President has had the most wholesome vacations 
which one gave the American people the most of themselves and of their time 
{nd yet—some people have had the gall to criticise [ke even for his effort to 
keep healthy by playing golf. 

I say this because many Republicans, when they hear President Eisenhower 
criticized for his vacation or his golf playing, fail to defend their President—the 
leader of his party when a perfectly good defense is there to be made. Be the 
first to speak up with righteous indignation the next time you hear him unjustly 
criticized. 

If you say nothing else just remind the critic that a President always carries 
the burdens of his office with him, wherever he may be. 

You should remind your friends and neighbors who might be critical of some 
thing that we should give Ike’s administration a decent chance. 

Lincoln once was being criticized and pestered and badgered, right in the mid 
dle of the Civil War, by a group which visited him in the White House trying to 
tell him how to turn the Government and win the war. 

He told the delegation that he sometimes felt like the great French tight-rope- 
walker, Blondin, who gave exhibitions of walking across the gorge of Niagara 
Falls on a cable. 

“Gentlemen,” he said, “suppose all the property you were worth was in gold 
and you had put it in the hands of Blondin to carry across the Niagara River on 
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would you shake the cable or keep shouting out at him ‘Blondin, stand 
traighter—Blondin stoop a little more, Blondin—go a little faster—lea: 
‘left, lean more to the right.’ 
No, You would hold your breath as well as your tongue and keep your hand 


he was safe over.” 


Gentlemen, the Government is carrying an immense weight. Untold treasures 
» in their hands. They are doing the very best they can. Don’t badger then 
) Silence and we'll get you safe across.” 
That is excellent advice—as good today as in 1864. 
We should have confidence in the election results in November because of ths 
uitstanding record which this administration has made in its first year in office 
Want to give you the main points of that record, in the very words used by 
isenhower in his speech of January 4 to the American people. His 


ting and casualties in Korea mercifully have come to an end.” 
means we have shown our willingness and our ability to halt Con 
rression. We have upheld our obligations under the United Nations 


We have saved Asia from engulfment. We have scored a tremendous victory it 


ral field, even though the war ended in stalemate. The thousands upo1 
thousands of prisoners of war who repudiated communism even at the cost, pos 
bly, of never returning to their homelands—as against the pitiful handful who 
mbraced communism—measure the exposure and psychological defeat which the 
‘ommunists have suffered in the Far East. 
eral Eisenhower promised before he was elected to do all in his power to 
ng the war in Korea to an end. 
Ile has made good on that promise! 
And that is a reason why people are going to elect a Republican Congress i 


ember 


Another accomplishment, says the President: “Our own defenses and those of 
free world have been strengthened against Communist aggression.” 
hey have been strengthened in a realistic appraisal of which arm of the serv 
s the leading arm and what weapon is the decisive weapon. They have 
ed against building up masses of troops to oppose the limitless hordes of 
Russia and have decided for the use of instant retaliation through atomic 
pons and the most efficient air force it is possible to have. They have decided 
nst the old wasteful idea of “balanced forces’ whereby the Army, the Navy 
he Air Force divided up the defense appropriation “pie” in three equal slices, 
rdless of the functions performed by each. This new thinking by the Security 
, the Joint Chiefs of Staff and the administration is going to provide more 
‘nt defense at a saving of literally billions of dollars. 
| that is another reason why the people are going to elect a Republican 


‘ongress in November 


mal 


Here’s another point listed by the President : 
‘A strong and consistent policy has been developed toward gaining and retain- 
the initiative in foreign affairs.” 
We are now strong enough to be firm with the Soviet Union. We are now 
civing the Soviets fair warning not to grab any more territory. The Soviets are 
ke the old Illinois farmer that Lincoln once told about. 
“This old farmer insisted: ‘I ain’t greedy ‘bout land. I only want what j’ines 
\ course has now been charted by the President and Mr. Dulles which is of 
surpassing importance. Mr. Dulles, in a speech, has notified the Soviet Union 
it we will not be diverted by any brush fires which may be started around the 
outskirts—more Koreas or Indochinas. We will not send fire departments to put 
out these brush fires wherever they may be set. Instead, we will send our Air 
Force, Navy, and ground forces wherever we may think they may do the most 
cood, in areas of our own choosing and with weapons of our own choosing, in the 


event the potential enemy are so foolish as to start a world conflagration. 

rhis firmness of purpose, this new policy of retaliating where we choose rather 
than at some point on the outskirts where somebody else may choose for us to 
run to put out a brush fire, is something new in our foreign policy—a policy of 
peace. More effective and infinitely superior to the old, costly “containment” 
policy of the Truman-Acheson State Department crowd. 

And that’s another reason the people are going to elect a Republican Congress 
in November. 

Here’s another point listed by the President : 

“The highest security standards are being insisted upon for those employed in 
Government service.” 
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We are faced with a much more subtle enemy than the spies and “copper- 
heads” of Lincoln’s day. Nobody—nobody—has a legal right to a Government job 
unless elected or appointed to it. Government employment is a privilege and not 
a right. 

And there is no reason on God's earth why a man dedicated to the overthrow 
of this Government should be given a job in that Government 

The Eisenhower administration is zealously weeding them out and keeping 
them out. 

The days of Communist-coddling are over—I trust forever—along with an 
administration that called every attack on Communists in Government either a 
“Red Herring” or “a witch hunt.” 

And that’s another reason the people are going to elect a Republican Congress 
in November ! 

Another thing—the day of the 5-percenter scandals, the corruption of “Palace 
Pals,” with their mink-coats and home-freezers, and their appointment of crooks 
to the Internal Revenue Service, and then standing by them, even after they 
had been exposed—all that is over and done with. 

You know it and I know it—and what's more, the people know it 

And that’s another reason why the people are going to elect a Republican 
Congress in November. 

Now, the President makes this further point : 

“A plan to harness atomic energy to the peaceful service of mankind and to 
help end the climate of suspicion and fear that excites nations to war, has been 
proposed to the world.” 

And in the doing, the Eisenhower administration has again seized the initiative 
in the field of peaceful uses of atomic energy and given the lie to the Soviet 
propaganda campaign that it is the United States which is dragging the world 
toward atomic war. It has shown new statesmanship regarding atomic energy 
which has given new hope to the world and put the next—and embarassing 
move up to the Soviet Union. 

And that’s another reason why the people are going t lect a Republican 

ngress in November. 

Now listen to this further point by the president. 

‘Requests for new appropriations have been reduced by $13 billion.” 

rhis means that, for the first time in 20 years, with one possible exception, 
the Federal Government exhibits the courage and determination to begin living 
Within its income, to bring the budget into manageable shape, so that, in the neat 
future, our expenditures budget can be balanced, and the awful drain on the 
value of the dollar can be stopped and living costs stabilized. 

Chis means that the fantastic paradox of farm prices going down while living 
costs soar skyward, ceases. This means that inflation is being brought to a halt 
and, consequently, that the cheapening by inflation of every dollar you earn, every 
savings account and insurance policy you own and every pension payment you 
receive has been halted, 

Chis means that this administration has stopped the headlong rush to destruc- 
tion and fiscal collapse which would have been the inevitable result of piling one 
Federal deficit on another. 

No longer are we playing politics with the public debt 

The budget has been brought within control. The Federal Reserve System is 
ugain free to exercise its wonderful function to regulate the ebb and flow of 
credit for the safety and benefit of all of the people. 

We are winning the battle of the dollar. 

And that’s another reason why the people are going ‘lect a Republitvan 
Congress in November. 

Now, get this further point made by Mr. Eisenhower, and it affects the “pocket 
nerve” of every one here tonight 

“Tax reductions which are now in effect have been made financially feasible.’ 

We now have a 10 percent reduction for individual income taxes; the excess 
profits tax has expired. Other reductions and revisions, recommended by Presi 
dent Eisenhower, are in process of adoption by the Congress. 

The purpose of the new tax measure is to keep the economy expanding so that 
it will provide more jobs, higher payrolls and better products, to benefit every 
citizen with steadier employment and higher standards of living. 

rhe reductions of taxes for this present year, alone, are calculated to put 
from 5 to 6 billion dollars in to the pockets of consumers which they did not 
have last year, simply because the tax collector gov it. 


62459—55 -11 
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Gone are the days when the philosophy of the administration was to “spend, 
tax and tax, elect and elect’ at the expense of every worker and every taxpayer 
We have stopped the 20-year trend of the Democrats, buying their way into 
office with your money. 

(And that’s another reason the people are going to elect a Republican Congress 
in November 

\nd listen to this further economic declaration of independence 

“Strangling controls on our economy and, consequently on our people, have been 
pron mtly remove “1,” 

The President’s Council of Economic Advisers has just issued its annual report 
It breathes the spirit of free enterprise. For the first time in a long time there 
ire in Washington, people who intend to make free enterprise work. 

\ 20-vear detour down the path of a managed economy and its inescapable 
pursuit of the total state has been ended. The new path is an incentive economy 
and a return to the pursuit of liberty. The shackles of paternalistic, bureau- 

tic edict and ever-spreading regimentation have been smashed. 

The Kisenhower administration has saved you from having your business run 
by big Government 

{nd that’s another reason why the people are going to elect a Republican 
Congress next November. 

To sum up—an aroused citizenry, tiréd of corruption, Korea, controls, con- 
fusion and Communist-coddling turned the Democrats out in 1952 and handed 
over the reins of Government to our trustworthy Republican Party. 

I can report to you that, in accomplishing this constructive program, your own 
tepublican delegation in Congress has played a prominent part. Your Senators, 
Prescott Bush and Bill Purtell, have been 100 percent behind the President. 
And so has your Representative from this congressional district, Congressman 
Albert P. Morano. 

Representative Horace Seely-Brown of the Second Congressional District, has 
done a good job as a member of the Small Business Committee of the House of 
Representatives. And the other Republican representatives in Congress from 
Connecticut, too, have given outstanding service. 

Ladies and gentlemen, all of us have and should have confidence in our party, 
our President and our Republican leaders in Washington, if for nothing else 
than the record they have made and are making. 

We have confidence in the wisdom of the American people, that they will give 
the right answers when they know the truth about our party’s record. 

And when they give their answer in November, it will not merely be a victory 
for the Republican Party; it will not merely be a victory for the men and women 
who are elected to uphold the hand of our great President, Dwight D. Eisenhower. 

It will be a victory for the means by which our economy is upheld and made 
strong and against those factors which would feed it shots of inflationary “dope.” 

It will be a victory for a foreign policy and a military policy which will hold 
world communism at bay. 

It will be a victory for the economic, political and humanitarian traditions 

hich have made our country at once the envy and the hope of the world. 

t will be a victory for all of the American. people. 

Senator Morse. I will take full responsibility for the questions. 

I have raised this because it is suggested that I frankly discuss the 
matter with you. If you care to you may make any comment on it, 
so that the committee can be buttressed in the case of any objections 
raised in regard to an extension of this administration on the ground 
of a lack of confidence that you and your associates are administering 

ina nonpartisan fashion. The charge being that anyone who made 
such strong statements, even in the midst of a campaign, might very 
well be so partisan-minded that his partisanship would reflect itself 
in his administrative polici 1es, 

That is all T have to say, Mr. Barnes. I have performed my chair- 
man’s duty, and I will be glad to have you make any statement for 
the record that you care to. 

Mr. Barnes. Senator Morse, I will be glad to make a statement 
on that. I can recall no instance, since I have been in a position of 
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authority in the Small Business Administration, where anyone has 
in any way implied that my partisanship in any way was involved 
on any decision that I made on any matter before this agency. ‘There 
has been, as I recall, no instance in which that has been done. And 
[ am sure an impartial investigation of what we have done would 
verify that that is true in all the offices and all the departments of the 
Agency. 

Now, I will not deny that I am a good Republica: I was a very 
good and loyal and energetic Republican ofhicehol A before I came 
to W ashington. It is true, I have come from a part of the country 
where maybe the speech is a little more flamboyant than it is else- 
where. I thought at the time that was a mild political speech. I 
have learned since being in Washington longer than the 4 or 5 months 
[ had been here, when that speech was delivered to a Republican audi- 
ence at a Lincoln Day banquet that some places do not take their 
politics as unadulterated as we do in my part of the country. 

Be that as it may, I think that my speeches have been very tem- 
perate, with the exception of that one, and I frankly was surprised 
that it attracted any particular attention at the time, because I have 
appeared on pli itforms with Democratic governors of States in which 
various meetings were being held, industrial meetings, and have heard 
governors of States of the opposite party talk in almost that strong 
language about persons who at that time—this was in February of 
1954——were prophesying an immediate downturn in the economic cycle 
that would result in a great deal of disaster toward small business 
ind the business community generally. Perhaps I felt it more keenly, 
because my assignment was to look after the welfare of smal! business, 
and I felt that such statements should not be made unless they were 
made in an objective, temperate manner in studying the cause and 
effect of the situation. 

Now, I don’t think that the language that I used was as colorful 
as other language that I heard used about the same things at the 
same time. Some of the quotes you used, of course, were things that 
were said 2 years ago which are not said now. Times have changed. 

But I submit that my official conduct has been nonpartisan and 
I am willing to come before your committee on the basis of my official 
acts that have pertained to my particular assignment with the Agency 
and this administration. 

Senator Morse. Well, I am glad I gave you the opportunity, Mr. 
Barnes, to make your st :tement, because the question is bound to be 
raised in one form of another, and this is certainly not the time and 
place for us to discuss partisan matters. 

Mr. Barnes. I might point out that I think the States, population- 
wise, that have had the greatest number of loans—not through design, 
because our doors are open to anyone in any part of the country 
are the two regions that encompass the Southeastern and the South 
western United States. 

Senator Morse. One other question has been suggested: Would it be 
fair to say that you have been nonpolitical in choosing the personnel 
of the Agency ? 

Mr. Barnes. Well, we are under the Civil Service Commission reg- 
ulations like any other agency and, of course, don’t even have much 
to say about the names that are on the list from which we draw our 
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emplovees, and the great body of our people are career public sei 
vants. Our regional directors and office heads are employed at mj 
pleasure and the first requirement for their employment is that the) 
be somapetons to do the particular job. Now I happen to know that 
thev are not all in one party. 

Senator Morse. I am about to close the hearing by simply saying I 
covered this matter because with a Democratic Congress I think it is 
very important that we maintain in your Agency and every othe 
agency the maximum of cooperation and that all relationships be on 
the strictly nonpartisan basis. I think you are due that from Congress 
and the Congress is due the same from you. You pointed out in talk 
ing about a campaign sometime ago, when this speech was made, you 
ire now a Federal official and not the governor of a State. Asa Fed 
eral official in an administrative capacity of an agent of the Congress, 
I think it is exceptionally wise that we try to maintain the maximum 
of nonpartisan relationship between the Congress and the Agency. 

[ hope my words will be interpreted as words to the wise, to use an 
old saying. That isall I have to say. 

Is there : anything else ¢ 

Very well. Thank you very much, Mr. Barnes for your statement. 

We stand in recess. The Wednesday meeting will be at 11 a. m.. 
room 324, at which Mr. Balderston of the Federal Reserve Svstem 

I] testify. 

(Whereupon, at 5:40 p. m., the subcommittee recessed to reconvene 


at ll a.m., Wednesday, May 11, 1955.) 
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WEDNESDAY, MAY 11, 1955 


UNITED Srares SENATE, 
CoMMITTEE ON BANKING AND CURRENCY. 
SUBCOMMITTEE ON SMALL BUSINESS, 
Washington, Dd. 

The subcommittee met, pursuant to recess, in room 324, Senate Office 
Building, at 11:05 a. m., Senator Wayne Morse (chairman of the 
subcommittee) presiding. 

Present: Senator Morse. 

Senator Morse. The hearing will come to order. The subcommittee 
will hear this morning the testimony of C. Canby Balderston, vice 
chairman, Board of Governors of the Federal Reserve System. 

Mr. Balderston, you may proceed in your own way in presenting 
testimony on any of the pending legislation before the committee that 
you may wish to comment on. 


STATEMENT OF C. CANBY BALDERSTON, VICE CHAIRMAN, BOARD 
OF GOVERNORS, FEDERAL RESERVE SYSTEM 


Mr. Bauperston. Mr. Chairman, in presenting this testimony, I 
will be referring to only two of the bills that have been before your 
committee, namely, S. 383 and S. 381. 

The inquiry with which your committee is concerned is one of great 
public interest. The long-run health of the economy requires the con- 
tinual fostering of young enterprises. With full appreciation of what 
large companies contribute to the standard of living through their 
creation of mass markets, through the economies of mass production, 
and through their ability to finance and ec: wry on research, the econo- 
my needs the flexibility of companies that are small. They are flexible 
enterprises in that they can change direction and policy quickly. Their 
existence permits the adventure in risk-taking which is so necessary 
to a dynamic, free enterprise economy. Such small] businesses are well 
suited to many types of production and service activity, and they 
provid millions of job opportunities for labor. 

In that connection, if I may, Mr. Chairman, I would like to refer to 
the fact that, like you, I was once a teacher of college students. ‘Those 
students. as I have observed them, want to choose between small and 
large companies for their life work. Some of them feel that they are 
not fitted for large organizations. Some of them have such a spirit 
of adventure and such confidence in themselves that they are ambitious 
to establish a business of their own, despite the risks incident thereto. 
And so these college mea, and I think it is true of high school gradu- 
ates also. would be served poorly if small business were to disappear 
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from the American scene. That means that I have a rather personal 
concern in seeing that the birth rate of such firms remains high, and 
that they be encouraged in every reasonable way through babyhood 
and chil lhood. 

The general question of the adequacy of financing facilities for 
small business is a large one, and at the outset a word of caution may 
be appropriate. This relates to the mistake sometimes made of evalu 
ating the adequacy of financing facilities from the comments or com 
plaints of disap pointed applicants for credit. It is the nature of 
free enterprise system that many individuals should work in maa 
businesses and should wish to expand. In general, they will be ap 
plicants for financing. In general, too, the sum total of their applica- 
tions will exceed the s sup ply of loanable funds available to them. 

Even if the question of adequacy of facilities cannot be measured 
reliably from the response of unsatisfied applicants for credit, there 
are two complementary approaches to an analysis of it. One approach 
is to judge ag een or not the organization of our financial institu- 
tions is set up in a way to foster adequate eredit for small business. 
The other seen ‘h is to gage adequacy on the basis of the number 
of small-business loans that are actually made by these institutions. 
: rom the standpoint of both of these tests, the American economy 

distinctive in the adequacy of its facilities for short- and inter- 
Soddiaienteeen loans. 

Concerning the test of financial organization, this country can be 
said to be unique in the world in that its banking services are provided, 
not by a handful of large branch-banking systems, but by 14,000 banks. 
Most of these are small and tied to their respective localities. These 
small-unit banks, seattered over the length and breadth of the land, 
are a significant source of short- and intermediate-term credit for small 
borrowers. In addition, the lending activities of large banks are 
directed, in part, to serving the financing needs of small firms. How- 
ever, these big banks also serve the needs of larger businesses that 
small banks are not equipped and cannot aspire to accommodate. 
Thus, it is certainly true that, to the extent the financial needs of small 
business are suitable for commercial bank lending and investing, our 
banking system is well designed to meet them. 

With respect to the second test—that is, the number of loans to small 
business actually made—the Federal Reserve System in late 1946 
made a survey of the business loans of its member ‘banks. The surve y 
showed both a broad participation in the small-business loan market 
by banks of all sizes and a wide variety of loan patterns designed to 
meet the special financing problems of small firms. Since that survey 
was made, there have been significant developments in the business 
lending activities of commercial banks. They have expanded their 
business lending considerably, created new patterns of lending, and 
some large ones have modified their organizations to stimulate lending 
by establishing specialized small-business loan departments. Because 
of the importance of these changes, the Federal Reserve System is 
planning another survey of member bank business lending, probably 
to be undertaken this coming fall. The careful preparatory work 
which is necessary for the conduct of such a survey is already in 
sig: gp 

One of the bills before your committee, namely S. 383, would have 
the purpose of making short- and intermediate-term credit facilities 
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more generally available by providing for the insurance of loans to 
small business under such terms and conditions as the Federal Reserve 
ae of Governors may prescribe. We doubt that there is sufficient 

eal need to supplement existing short- and intermediate-term business 
Pasotes ing facilities with Government- sponsored insurance. 

Banking institutions, which are the principal source of short- and 
intermediate-term credit to small business, are encouraged by income- 
tux regulations and by bank supervision to maintain loss reserves 

against loan portfolios. In this way, banks themselves are providing 

. form of self-insurance against normal loss expectancies. Such loss 
reserves are in addition to the capital and general reserve protection 
that is essential in the banking field to prudent agen assumption. Ifa 
bank considers its loss reserves to be adequate, it is not going to seek 
additional risk protection through a national insurance fund. Thus, 
the incentives for the participation of lenders in small-business loan 
insurance protec tion are not strong. 

It can be argued that a small-business loan insurance program is 
still needed to help strengthen credit availability to marginal or high- 
risk small-business borrowers, especially newly established enterprises 
of uncertain prospects. But an insurance loan fund limited in opera- 
tion to such risks would present difficult actuarial problems. Cer- 
tainly, the premium charge for the insurance would need to be very 
high in order to be commensurate with the high average risk of insured 
loans. The short- and intermediate-term business credit field differs in 
important respects from the home repair and modernization field 
where short- and intermediate-term loan insurance has already been 
experimented with. For one thing, it is a much less standardized 
credit field; in fact, its diversity would present many problems from 
the standpoint of risk insurance. 

If the financial facilities for small business are inadequate, the in- 
adequacy, it seems to us, is not in the bankable credit area, but rather 
in the area of capital requirements—either long-term loan or equity 
capital. From experience, we know that the smaller the size of the 
business, the greater its difficulty in raising long-term capital. The 
reason is not hard to find. It takes time and effort to investigate an 
applicant for long-term capital and, if the decision is made to under- 
take the financing, to place the resulting securities. The inescapable 
costs of this operation are very large in relation to amounts of the 
size that small businesses need. Accordingly, there is some reason to 
conclude that a gap does exist here in the financing facilities. 

One of the bills before you, S. 381, is directed at filling this gap. 
The general approach for this purpose is, in our opinion, on the con- 
structive side, although we do not favor all of its provisions. 

This bill would ea aa the organization of national investment 
companies to engage in long-term capital and equity financing for 
small business. tees suielat inant companies would supplement and 
work through the commercial banking system. Commercial banks 
would be permitted to participate in their ownership, and these par- 
ticipating banks could help minimize the costs of investigating the 
mane of applicants for long-term capital. Because of their ex- 
perience in providing short- and intermediate-term credit to small 
firms, hay could recommend to an investment company worthy ap- 
plicants for long-term capital with less out-of-pocket cost for essential 
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investigation than anyone else. They would also be in a better posi- 
tion to warn small enterprises against expansions that might prove 
unsound. 

We are sympathetic to the approach in this bill of providing for 
the Tlie al chartering of the investment companies, for examining 
and supervising them to see that they are soundly run, and for special 
tax treatment of them. Financial institutions to serve the long-term 
capital needs of small business may not have developed spontaneously 
in this country because our business laws and tax legislation have oper- 
ated inadvertently to make the effort unprofitable. 

Federal taxes make a significant imp: wt on the avail: ibility of long- 
term credit and equity capital to small business in an even more im- 
portant way. Small businesses rely most heavily on the personal sav- 
ings of the owners and on retained earnings to start and expand their 
firms. High individual and corporate tax rates tend to reduce the 
supply of personal and corporate savings available for investment. In 
the present world situation with national-security expenditures equal 
to 65 percent of the budget, it is probably impossible to lower tax rates 
enough for taxes not to impinge significantly upon the supply of 
savings. 

Tax changes in 1954, however, did help to make more equity funds 
available to small business, and this fact must be considered in any 
current evaluation of additional means of improving financing facil- 
ities for small enterprises. Lower individual income-tax rates and ex- 
piration of the excess-profits tax reduced the rates applicable to all 
unincorporated businesses and to some small and expanding corpora- 
tions, and allowed retention of more after-tax income. Laiberalized 
depreciation also makes possible more funds from internal sources 
wnd facilitates the financing of new plant and equipment, In addi- 
tion, provisions of the new law relative to reasonable accumulation 
of corporate profits, payment of estate taxes, certain aspects of the 
dividend-credit feature, the option granted some parthe rships to be 
taxed as corporations, and a 2-year carryback of operating losses are 
other changes which promise particularly to ease the long-term credit 
and equity capital problems of small business. Lowering of certain 
excises and grant Ing the right to deduct research and development ex- 


penses were additional tax changes generally helpful to smali as well 
as other business. 


Our particular concern about this bill relates to the responsibilities 
assigns to the Federal Reserve System in organizing, supervising, 
nd investing in the national investment companies. We would sug- 
gest that the System’s role be eliminated entirely. 
ent responsibilities; namely, 


7 


ov System's pres- 
trusteeship for the Nation’s monetary 
mechanism, are very different from the responsibilities that would be 
associated with the activities of the investment companies. To mix 
the responsibility for monetary management with responsibility for 
promoting the provision of adequi ite capital to small business would 
be like mixing oa and water, True, both responsibilities would have 
to do with credit and finance. It is also true that oil and water are both 
liquids. They still do not mix. 

In S. 381, two functions are envisage for the Mederal Reserve, one 
allocated to the Federal Reserve Board and the other to the Federal 
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Reserve banks. One function relates to the chartering, examination 


and general supervision of investment companies, activit 


1es venerally 
comparable to those performed by the Comptroller of the Currency 
with respect to national banks in the area of commercial banking. 
This is clearly a governmental function. If the decision is made to 
go head with the Federal chartering, examination, and supervision 
ipproach, we would suggest that this responsibility by assigned to 
some other Federal agency, such as the Securities and Exchange Com 
mission, instead of tothe Federal Reserve Board. 

The other incompatible function given to the Federal Reserve 1s 
that of stimulating the organization of investment companies by pel 
mitting individual Federal Reserve banks to subscribe for their stock, 
provided that they look forward to the ultimate disposal of such stock 
to banks and other investors, We cannot recommend this promotiol al 
function for the Federal Reserve banks. They ‘re established ror 
entirely different purposes. ; 

Neither can We recommend diversion of the capital funds of the 
Federal Reserve banks into the capital of the proposed investm« ht 
companies. Private capital will come forward to finance these com- 
panies, just as it did for national banks, if the legislation providing 
for them is soundly drawn and if the economic need for them is real. 

The proposed legislation would repeal section 13b of the Federal 
Reserve Act, which authorizes the Federal Reserve banks to make 
loans for working-capital purposes to established businesses when 
credit is unavailable on a reasonable basis from usual sources. ‘This 
authorization was put into the Federal Reserve Act during the de- 
pression of the thirties, and has now largely accomplished the pur- 
poses for which it was enacted. Therefore, the Federal Reserve would 
favor its repeal how. Such repeal would release to the Treasury some 
S27 million which has been tied up in connection with section 13b. 

I have here, Mr. Chairman, a brief statement concerning section 13b 
operations from the Inception until the present time, if you would like 
to have it incorporated in the record. 

Senator Morse. The statement will be incorporated in the record 
at this point. 

(The statement referred to follows :) 


BusINess LOAN OPERATIONS OF THE FEDERAL RESERVE BA) 
13b OF THE FEDERAL RESERVE ACT 


‘Ks | 


In 1934, during a depression period when business enterprises were acutely in 
need of short-term working capital, Congress authorized the Federal Reserve 
banks to make and guarantee loans to commercial and industrial business under 
limited circumstances. The authority was contained in a new section 13b added 
to the Federal Reserve Act by the act of June 19, 1934 

The authority of the Reserve banks was made subject to the following restric- 
tions : 

1. Loans may be made only for working capital purposes 

2. Loans may be made only to “established” business enterprises 
organized enterprises. 

3. Maturities cannot exceed 5 years. 

4. Commitments made by the Reserve banks with respect to 
made by commercial banks are limited to SO percent of the loan. 

». Direct loans, as distinguished from commitments, may be made only in ex 
ceptional circumstances where the business is unable to obtain assistance on 


, hot to newly 
business loans 


a 
reasonable basis from the usual sources and only pursuant to authority granted 


by the Board of Governors. 
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In order to provide the necessary funds, the law authorized the Secretary of 
the Treasury to pay to the Federal Reserve banks amounts up to $139,300,000 
(which was equivalent to the amount which Congress had required the Reserve 
banks to pay for the stock of the FDIC when that Corporation was established). 
This full amount, however, was never paid by the Treasury to the Reserve banks 
Pursuant to agreement between the Reserve banks and the Treasury, the latter 
advanced approximately one-half of the amounts outstanding in loans and com- 
mitments by the Reserve banks under the law; and the amounts thus paid by 
the Treasury to the Reserve banks have aggregated approximately $27,546,000. 
That amount has been credited to section 13b surplus of the Federal Reserve 
banks. No such payment has been made by the Treasury to the Reserve banks 
since 1937. 

Under the law the Reserve banks were required to pay to the Treasury an- 
nually from the use of these funds amounts, if earned, up to 2 percent thereof, 
until the liquidation of the FDIC stock. A total of $2,189,000 was paid by the 
Federal Reserve banks to the Treasury in this way. Pursuant to act of Congress 
of August 5, 1947, the stock of the FDIC which had been subscribed by the 
Reserve banks was canceled on October 7, 1947, and the amount paid for such 
stock, i. e., $139,300,000, was turned over to the Treasury rather than to the 
Reserve banks. After such date, in accordance with section 13b, payments by the 
Reserve banks on the amount received from the Treasury were terminated. 

Through February 28, 1955, the Federal Reserve banks had approved 3,772 
applications for loans and commitments under the law in an aggregate amount of 
approximately $822 million (including in this amount the financing institu- 
tions’ shares of loans made in participation with the Reserve banks). The vol- 
ume of lending operations was high during the early years, the amount of loans 
and commitments on the part of the Reserve banks outstanding reaching a peak 
of about $60 million in 1935. However, since 1°36, the volume of operations under 
the law has steadily declined, except for a small revival during the war years. 
As of March 31, 1955, the total amount of direct loans by the Reserve banks 
outstanding under section 13b amounted to only $515,000. This represented 
advances by only two Federal Reserve banks, $424,000 by the Federal Reserve 
Bank of Philadelphia, and $91,000 by the Federal Reserve Bank of Minneapolis. 
As of the same date, commitments of the Reserve banks outstanding amounted 
to about $3,500,000. 


Senator Morsr. Mr. Balderston, I think this is a verv clear state- 
ment of the position of your Board. It speaks for itself, and I shall 
see to it that it isc arefully considered by the subcommittee when we 
come to take our final action on these bills. 

I think the modifications that you propose in regard to S. 381 are 
deserving of very careful attention of the committee. As the record 
shows, I have indicated heretofore that I think the objectives of S. 381 
are desirable as aids to small business, but. as the author of S,. 381, 
Senator Sparkman, said when he was a witness the other day, he is 
perfectly willing to have it modified in any way that the record shows 
would make it a more helpful instrument. My impression, from your 
testimony, is that very careful consideration ought to be given to 
its modification along the lines of your recommendations. 

T have no questions. If the subcommittee, in executive session, de- 
cides that it wants more information from you, we will direct a letter 
to you and ask you to submit comments in writing in regard to any 
questions that are raised. 

Thank you very much. 

Mr. Batprerston. We will be happy to do so. 

Senator Morse. Thank you very much for coming before us this 
morning. That is all I have to ask you. 

The record will show that Mr. Wendell B. Barnes, Administrator 
of the Small Business Administration, has submitted to the committee 
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since our meeting last Friday the following exhibits, which will be 
incorporated in the record. 

Exhibit A, a summary of the activities of the Office of Procurement 
and Technical Assistance, together with a brief narrative explaining 
the four programs of that Office. 

Exhibit B, a summary of business loans delinquent more than 60 
Gays. 

Exhibit C, a report on activities of the New England Development 
Credit Corp. as of October 1954. 

Exhibit C (2), a continuation report on such activities to April 
+, 1955. 

The Small Business Administration has published a pamphlet en- 
titled “Development Credit Corporation.” Mr. Barnes points out that 
while he is not including this as an exhibit, a copy is enclosed, and the 
Chair now rules that a copy of this pamphlet is included in the record 
Dy reference and will be available to the committee. 

Exhibit D (1) is a summary of loans guaranteed through Federal 
Kteserve banks under regulation 5 pursuant to the Defense Production 
Act of 1950. 

Exhibit D (2) is a summary of progress of payments on primary 
contracts as of December 31, 1954. 

Mr. Barnes points out that these exhibits are submitted because of 
a Suggestion which has been made that there be an increase in the loan 
limit of the Small Business Administration for financing defense con- 
tracts. 

As the Chair has previously ruled, these exhibits will all be made a 
part of the record at this point. 

(The exhibits referred to follow :) 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D.C... May 11, 1955 
lion. WAYNE Morse, 
Chairman, Subcommittee on Small Business. 
Senate Banking and Currency Committee, 
Nenate Office Building, Washington, D.C. 

DEAR SENATOR Morse: Attached hereto are exhibits A through D 
sertion in the record of the hearing of your subcommittee 

Exhibit A is a summary of the activities of the Office of Procurement and 
Technical Assistance, together with a brief narrative explaining the four pro- 
grams of that Office. 

Exhibit B is a summary of business loans delinquent more than 60 days. 

Exhibit C (1) is a report on activities of New England Development Credit 
Corporations as of October, 1954. Exhibit C (2) is a continuation report on such 
activities to April 4, 1955. The Small Business Administration has published a 
pamphlet entitled “Development Credit Corporations.” While we are not in- 
«luding this as an exhibit, a copy is enclosed for your information. A copy of 
this pamphlet was mailed to the governor of each State, except those in the New 
England States. 

Exhibit D (1) is a summary of loans guaranteed through Federal Reserve banks 
under regulation V, pursuant to Defense Production Act of 1950. Exhibit D (2) 
is a summary of progress payments on prime contracts as of December 31, 1954. 
These two exhibits are submitted because of a suggestion which has been made 
that there be an increase in the loan limit of the Small Business Administration 
to finance defense contracts, 

I believe that these exhibits will make a more complete 
consideration. 

Sincerely yours, 


(2) for in 


record for your 


WENDELL B. BARNES, Administrator. 
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ExHibpir A PROCUREMENT AND TECHNICAL ASSISTANCI 


with prime contractors for developing subcontracting 
opportunities : : 4, 229 
Req ests received for subcontractors 7 ‘ 3 9, 196 
tacts With potential subcontractors : ; _ 10, 413 
to potential subcontractors 5 3 18, 874 
cts resulting from referrals (those voluntarily 
‘ OOO 
firms requesting procurement assistance (not in 
‘lsewhere ) 7 Fr ii4 
ol price contract opportunities 
f ntracts reported resulting from above referrals 
‘irms recommended to contracting officers for spec ifix procurement 
opportunities a . 
(Additional sources of supply furnished upon specific request 
Joint determination program : 
Number of awards 
Value of awards 
Requests for products assistance 
Conferences held in tield 
Private and public organizations, associations, and institutions 
with whom working relations have been established for 
products-assistance programs noe = : 310 
Inventions requesting production and marketing facilities 
(approximately ) ‘ ‘ — 150 
ications distributed (through Apr. 15, 1955) : 
Management Aids ich cena seacie bd , 6638 
Technical Aids : sl = 242, 720 
Small Marketers Aids ae : 56, 450 
SBA-Commerce Cooperative Publications 28, 000 
Small Business Management Series: 
Sales reported from GPO 285, 552 
Free distribution to educational institutions, publishers, 
ete ; , DOO 
tacts with applicants for certificates of competency . 
tificates of competency issued : oe 
ts visited in connection with production progress of certified 


ring surveys (loans, certificates, preaward, etc.) 
‘ases in which production and management assistance was given 
ises in which assistance was given in obtaining materials and 
equipment , - . 7 wie 


Includes Washington office contacts 
lv the period July 1, 1954, through Mar. 25, 1955 Statistics not available 
to J 1, 1954 
February 1954 through Mar. 31, 1955, Washington and field. 


AND TECHNICAL ASSISTANCE OF THE SMALL BUSINESS 
ADMINISTRATION 


The scope of the SBA Procurement and Technical Assistance programs in- 
ude: (a) procurement assistance, (0b) production assistance, (c¢) products 
issistance, and (d) managerial assistance. These programs are decentralized 
to operate at the SBA field office level. Experienced production engineers and 
ndustrial specialists are assigned to the field offices and conduct the programs 


PROCUREMENT ASSISTANC!H 


the procurement assistance program, the agency aids, counsels and assists 
dual small firms to obtain Government prime and subcontracts, both 
nse and civilian agency purchases. 
ough joint determinations with contracting officers of the Government, it 
pates in prime-contract activities with respect to a share of any supply 


s which should go to smail business. 
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i 


Technical counsel and assistance are provided to 


regarding Government purchases on which they « an bid 


Working arrangements are established 
agencies in order to provide a constant 
supply and service requirements. 


and maintained 
liaison with tho 


PRODUCTION ASSIS1 


In the production-assistance program, the a 
ippraisals and evaluations and provides st: 
With issuance of certificates of competency 

It conducts technical surveys of plant productive fa 
capacities, 

It counsels and assists small firms on 
Government procurements. 


technical 
Technical engineering appraisals and evaluations « 
capabilities are made in connection with loan appraisals 
The agency develops facilities inventories leading to registration of plants as 
part of overall mobilization and defense plans and records plant facilities to 
meet emergency conditions that ay arise should it be necesary to shift critical 
production of defense and military products to such plants 
Technical assistance is provided to individual small firms 


¢ 


in surplus-labor 
areas, 
PRODUCTS ASSISTANCE 

Through the products assistance program, the agency provides a clearinghouse 
to which the small-business concern or individual may come and obtain technical 
counsel and assistance, information and data on product research and develop 
ment. 

This program offers the small-business owner a source for locating new and 
improved products and processes or new lines and types of products 

The agency provides a means by which the small-business concern can obtain 
access to the accumulated wealth of technical information and product research 
and development data and new marketing methods and techniques, through 
cooperation with industry, various organizations, associations, and institutions. 

Through a products list circular, this program affords a means of bringing 
together the small-business owner on the alert for product ideas and new pro 
ducts, and the owner of a product seeking someone to develop, manufacture and 
market it. 

The agency provides technical assistance to small firms with respect to obtain- 
ing and utilizing Government-owned patents; finding private and Government 
product research facilities; utilizing resources of voluntary business groups, 
professional and nonprofit organizations, associations, and institutions in develop- 
ing solutions to specific problems of product development and research. 


MANAGERIAL ASSISTANCE 


Under this program, the agency prepares (or arranges for preparation) and 
disseminates management publications in reference to production management 
and technical fields, including specific fields covered by SBA programs. 

It develops and participates in SBA-Department of Commerce cooperative 
publications which include technical reports, business service bulletins, and 
abstracts of Government-owned inventions. 

The agency conducts management education-training programs through co- 
operation and collaboration with university schools of business or colleges of 
engineering, voluntary nonprofit associations or institutions and other civic 
bodies or leaders. 

Through the technical staff of the field offices, it provides technical manage- 
ment counsel for small-business concerns and field assistance on management 
problems; and maintains lists of management specialists and management 
publications. 
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Business loans delinquent more than 60 days—Summary 


172, 89 


130, 42 


303, 320 


of amounts disbursed are delinquent As of Nov. 30, 
incellations) were undisbursed; by Mar. 31, 194 


1. This bank participation loan of $25,000 was extended for the purposes of 
tiring a chattel-mortgage balance of $9,625 to pay taxes of $2,500 and to pro 

vide working capital of $12, 
} 


Details of loans in foreclosure, bankruptcy, and receivership are as follows: 


It developed that the working capital so pro 
ed Was inadequate and the collateral would not reasonably secure additional] 
edit. The business was forced to cease operations. 


Foreclosure has been insti- 
tuted. An approximately $10,000 loss is anticipated, of which SBA’s 
would be $9,000 

2. Credit in the amount of $97,000 was extended on a direct basis to provide 


t 


share 


operating funds to process Government prime coutracts. It developed that proc 


g costs Were exceeding estimates and substantial losses were being sustained 
Work on the contracts Was suspended when it was determined that continuance 
would result only in additional losses. Foreclosure has been instituted. An 
approximate $65,000 loss is anticipated. 

3. This bank participation loan of $50,000 was extended for the purposes of 
resetting $18,000 of obligations and providing $32,000 working capital. Because 
of financial mismanagement and incurring other obligations, subsequent to loan 
disbursement, beyond ability to repay, a voluntary petition of bankruptcy was 
filed. SBA has not yet been requested to purchase its 64 percent participation. 
Estimate of loss is $17,488 of which SBA’s share would be $11,192. 

t. This bank participation loan of $40,000 was granted for the purpose of 
providing working capital for processing contracts covering precision parts for 
aircraft engines and propellers. Was petitioned into bankruptcy. Loan babance 
of $12,900 is amply secured. Advice is that bank has extended additional credit 
and company is operating profitably. No loss is anticipated. 

>. This bank participation loan of $250,000 was extended to complete a wax 
refinery costing in excess of $1 million. When the plant went into production 
it was discovered that the product was of poor quality and unmarketable. Re- 
ceiver is operating the old plant and believes the new plant can be operated 
satisfactorily using a different raw material. No loss is anticipated. 

With respect to the 11 loans in connection with which installments are past 
due, field investigations have been and are being made and special attention 
is being given to bringing these loans to a current status. 

Some of the reasons for existence of these delinquencies are as follows: 

1. Negotiation with Navy Department, for settlement of approximately $400,000 
of work, not yet concluded. 

2. Delay in receiving payment from Government for school-lunch goods. 

3. Delay in construction of plant. 

t+. Business commenced during slow season of year. 

5. Lumber operations adversely affected by severe weather conditions. 
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IDENTIFICATION 


FIVE LOANS IN FORECLOSURE, RECEIVERSHIP AND 


1. Quiney Drug Co., Quincy, Fla. 


John R. O’Brien & Associates, Inc., Washington, D 
Walter C. Nelander, Port Orchard, Wash 
Automatic Methods, Inc., Elizabeth, N. J 

Sure Seal Corp., Salt Lake City, Utah. 


ELEVEN LOANS DELINQUENT 


Parkersburg Die & Tool Co., Parkersburg, W 
Green Meadow Dairy, Dayton, Tenn. 
Thompson Lumber Co., Bonners Ferry,Idaho. 
San Juan Concrete Products Co., Durango, Colo 

The Pitt Timber Co., Kamas, Utah 

Red Rooster Inn, West Alexandria, Ohio. 

Merchants Cold Storage & Warehouse Co., Detroit, Mich 
Production Parts Co., Ine., Burbank, Calif 

Dairy Supply Co., Osyka, Miss. 

Hofstad Towing, Ketchikan, Alaska. 

Resdel Engineering Corp., Los Angeles, Calif 


Va 
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Exutipsir DD (2) Summary of progress payments on pi 


1904 (not including public works const 


Progress payments, by procuring activity, at Dee. 31, 1954 (not including public 


works construction) 


Progré 


AVI 
pay me 


outstandi 


Chemical Corps ) $4, 890, 413 $792 
Engineers 23, 866, 739 , 838, 
Urdnance 040, 547 342 
al Corps 56, 746, 009 , 291 
lransportation Corps 1, 162, 121 231, 
Bureau of Ship 
Shipbuilding 317, 341, 040 209, 451, 
the! 68, 586, 801 , 920, 31 
Bureau of Aeronautics 5 57, 141, 141 , S18 
Bureau of Ordnance f 90, O79, 439 5, 730, 
Bureau of Supplies and 
Accounts : 5, 464, 192 614, 
Bureau of Doc's 3, 146, 726 ; 
Marine Corps : 1, 987, 969 _ Bs4 
Office of Naval Research 5, 896, 076 146 1, 53 
©, Philadelphia ‘ 3, 462, 626 ; 801 25 12, 1 l 


4 I 
Air Materiel] Command 37 306, 708, 000 38, ! 000 516 | 1 5, 04 1, 943, 315, 000 


, BOR, 856 


199, 166 
707, 856 


1, 033 941, 519, 839 310, 523, 007 » d20 55 73, 2 4, 127, 554, 335 


NOTE All Air Force dollar figures are rounded to thousands, 
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Senator Morse. Is there anything else to be in 
before I close the hearings / Is there anvone else t 
heard on any of these bills ? 


tie 


Senator Beall, of Marvland, has received a letter from ( 


R. Miles, Chamber of Commerce of the United States 1 
| 


arelce 


g as Tol 


owe * 
DEAR SENATOR BEALL: The Chamber of Commerce of the iit States has 
requested Senator Morse, chairman of the Subcommittee 
Administration of the Senate Banking Committee, to in 
ment in the printed record of your current hearings 

It is our hope that you will give these views of 
onsideration. 


> 
il Business 


lude the at sti 


The Chair rules that the statement of the Chamber of 
the United States on operations and activities of the Smal 
\dministration, as submitted on May 10, 1955, to the Senate 
Subcommittee on Small Business will be Incorporated in the record 
at this point for reference and study by the subcommittee in executive 


SeYSSIONL. 
tesbe ‘ . , 
(The statment referred to follows:) 


CHAMBER OF COM MERCE OF TH 
Washingtoy 
lator J. GLENN BEALL, 
Small Business Nubconimittee. 
Nenate Committee or Bank wood 
Nenate Office Building, Wash 
DrAR SENATOR BEALL: The Chamber of Commerce 
requested Senator Morse, chairman of the Subcommit 
ministration of the Senate Banking Committee, t 
1 the printed record of your current hearing 
It is our hope that you will give these views of the « 
ation 
Cordially yours, 


STATEMENT OF THE CHAMBER OF COMMERCE OF THE UNITED STATES ON 
AND ACTIVITIES OF THE SMALL BUSINESS ADMINISTRATION 


The Chamber of Commerce of the United States questions the wisdom of con 
tinuing the Small Business Administration as a separate agency. A numbe1 
of its functions are important, but they can be carried on more economically 
by the Department of Commerce and in a way which will serve small business 
better. 

The Chamber of Commerce is a federation of 3,100 State and local chambers 
of commerce and trade associations, with an underlying membership of more 
than 1,500,000 business units. Since this group includes firms of all sizes, 90 
percent of which qualify as small business, the chamber is vitally interested in 
the problem of business in this classification. In our recent pamphlet, Small 
Business, we showed the key importance of these smaller enterprises. 

By and large, chambers are overwhelmingly dominated by small-business in 
stitutions, although it is true, that larger businesses are a significant part of 
some local chambers of commerce. The little manufacturer, the druggist, the 
grocer, the retailer, the lawyer, all are represented in their chambers of commerce. 
Therefore, in the average community, the chamber of commerce speaks authori 
tatively for small business. 

Indeed, because of the prominent role of small business, the United States 
Chamber has formulated a special policy on the subject which is as follows: 

“The chamber is vitally interested in all types of business, large and small 

“An attempt to draw a line between smaller and larger businesses and to extend 
preferential treatment to the former is no real solution of the problem of small 
business. Such enterprises, like the larger ones, can make enduring progress 
only if economic and political conditions are favorable to business as a whole 

“Our general concern for small and new enterprises, therefore, can best be 
shown by reconstructing the tax structure so that risk capital will be forth 


i 


62459—55 13 





178 EXTENSION OF SMALL BUSINESS ADMINISTRATION 


oming in greater volume; by proper enforcement of the antitrust laws: and 
collection and distribution of useful economic data and information, not 
therwise available, in a form suitable for use by the smaller enterprises but 


able to all 
In short, it is quite clear that small firms are like large ones. Either can 
ke enduring progress only if the economic and political conditions are favor 

hile to business as a whole For this reason, it does not seem appropriate to 
select any specific section of business activity, designate it “small business.’ 
and then proceed to give it some kind of special treatment. 

Indeed, the United State Senate Special Committee To Study Problems of 
\merican Small Business, in its January 1945 Progress Report, states: 

In thus highlighting small business’ role in American life it is not implied 
that this important segment of business should have any favored treatment at 
the hands of government Nor does it need any.” 

Solution of the real problems of small business, and of all business, lies in 
1. Providing business with a sound economic background by stabilizing 
the value of the dollar 

2. Curtailing Government expenditures so that taxes may be lowered, 
and the national budget may be balanced. 

3. Reconstituting the national tax structure so that the risk capital, 
necessary to create the half million or more new jobs required by our 
expanding population and labor force, will be forthcoming. 

t. Proper enforcement of the antitrust laws against all monopolies which 
hamper business—both in the fields of labor and of capital. 

5. Collection and distribution of economic information in a form more 
suitable for use by small enterprise. 

Small business faces three primary problems, apparently, for the predominant 
easons for their failure have been: 

1. Lack of adequate management. 

”. The adverse effects of taxation upon the procurement of equity capital 
which causes 

3. The inadequate accumulation of reserves and internal funds for operation. 
The following table classifies the causes of business failures based upon the 
opinions of informed creditors and information in credit reports : 


Causes of business failures, year ending June 30, 1954 


Percent 
Negle 
Fraud 


Management : 
Lack of experience in line 
Lack of managerial experience 
Unbalanced experience 
Incompetence 


Total 
Disaster 
Reason unknown 


Total , 100. 0 


Source Dun's Review, October 1954, p. 5 


According to the above data, 9 out of 10 business failures were due to in- 
efficient or incompetent management. Easy credit from the National Treasury 
is no substitute for bad business management. 

It would be diffienlt, indeed, to solve the problem of inadequate management, 
since its solution depends mostly upon the individual ability and knowledge 
of the persons concerned 

Revision of the tax structure would help solve the problem of equity capital 
and more adequate reserves. This then, would make small businesses better 
risks for private loans 

Those who advocate easy financial assistance to small business through SBA, 
may not be aware of the difficulties involved. Jesse Jones, former Chairman of 
the Reconstruction Finance Corporation and Federal Loan Administrator, when 
he testified before a congressional committee stated : 
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“The great majority of (RFC) inquiries and applications for business loans 
comes from applicants with promotional ideas, with no successful record of 
business experience, and little prospect of success or earnings. In most cases 
there was no economic justification for the loan sought, and which if made would 
only have had the effect of aiding one business at the expense of another.” 

Because of the inflationary period through which we have been passing, only 
the rise in the price level has bailed out many of the Government loans. 

The very setup of the Small Business Administration encourages those with 
doubtful financial propositions to apply for loans, for the act provides that finan- 
cial assistance shall be extended only if it “is not otherwise available on reason- 
able terms.” The act further provides that ‘all loans made shall be of such 
sound value or so secured as reasonably to assure repayment.” But if a busi- 
ness proposal is really sound—that is, if there is not excessive risk attached 
thereto, and if there is good security for the loan—it should not be at all dif- 
ficult to find ready private cash for its financing. On the other hand, if the 
loan is really unsound—if there is considerable risk involved, or if security is 
inadequate by banking standards—is there any justification in risking the tax 
payers’ money in such enterprises—enterprises which, if successful, give only a 
very small return to the Government, and if unsuccessful, dissipate the tax- 
payers’ hard earned dollars? 

Certainly, the lending authority of the Small Business Administration is an 
invasion by Government into the field of private loan activities. Any loan made 
by the Small Business Administration which involves little risk, or on which 
there is adequate security, is made in direct competition with private lenders. 
At a time when the Administration expresses a strong desire to eliminate Gov- 
ernment competition with private enterprise, how can continuation of this func 
tion of SBA be justified * 

The Small Business Administration, however, performs other services for 
small-business men. Should it be continued because of the value of these 
services ? 

The auswer to this question seems quite clear. The Department of Commerce 
renders invaluable aid to business firms, both large and small, of about the same 
type now offered by SBA to a select group. The Department of Commerce has 
the tremendous range of resources necessary to handle the inquiries from all 
business including small business. Too, Commerce Department specialists have 
been performing such services with skill and dispatch for many decades. The 
Commerce Department has over 30 field offices in cities throughout the country, 
and, in many of the same cities, SBA offices are located. (These also total more 
than 30.) This duplication of facilities seems both extravagant and wasteful 
especially since SBA has to rely heavily upon the Department of Commerce for 
much of the information which it dispenses. 

Does not this fact alone make it desirable for SBA to abandon its duplicate 
and unnecessary services? Undoubtedly the Department of Commerce, with its 
larger, well-seasoned staff, is better prepared to provide service than is the Small 
Business Administration. 

One of SBA’s present functions is administering “joint determination” agree- 
ments with the Department of Defense. Under this program, whenever a joint 
determination has been made that a particular procurement is suitable for 
performance by small-business concerns, it is mandatory that such procurement, 
or a specified percentage of it, be placed only with small-business concerns. 

Defense Department procurement officials are well qualified to determine 
whether small-business concerns are capable of handling certain types of defense 
contracts. Each of the armed services has issued detailed instructions to its 
contracting officers, spelling out criteria for determining what items or services 
are suitable for procurement from small business. 

Under the circumstances, the practice of assigning SBA representatives to 
military contracting offices for “joint determination” purposes seems an unnec- 
essary duplication. 

The SBA in 1954 issued more than 150,000 “notifications to small-contract firms 
of Government bidding opportunities.” The Commerce Department makes the 
same information available daily to any business, large or small, that wants it 
in the Synopsis of United States Government Proposed Procurement, Sales and 
Contract Awards. And the SBA frequently circulates pamphlets and other 
material prepared by the Commerce Department after adding the SBA stamp 
to the cover. 

Another point, even though this function of SBA is uneconomic, how impor- 
tant has it been in the awarding of contracts? Of the country’s 4 million non- 
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inesses which qualify as small business under SBA definitions 
ive handful figured in the 2,300 individual contracts awarded 
ts of SBA during its first 1S months of existence ending las 


e role of SBA in administering joint determination agree 


f very minor importance. The continuance of SBA cannot 


eo 
ipon this ground 

n, the Chamber of Commerce of the United 
Administration should be discontinued as a separate agency 
be integrated with the Department of Commerce for 


tisk ret! I Ss be 


States believes that 


Business 


v be used to promote financialiy unsound enterprises 


isting the taxpayers’ money. 
wers are used to promote financially sound businesses, 


ending yx 
to the 


th private lending agencies. This is contrary 
policy of eliminating Government competition with pri 


performed by the Small Business Administration are 
tes of services performed by the Department of 
] 


of efficiency and economy tlrese should be e¢ombined 


partment of Commerce. 
\dministration does not 


needs are the same 
ion or authority, since they involve majo! 


get at the fundamental needs 
those of all business and can 
administrat 
Cy 


ive 1 or 2 statements for nsertion in the record. 
serted together with any that may be received. 


referred to follow :) 


OF MANI URERS 


very much appreciates this oppor 


to the extension of the life of the Small 
various bills before this subcommittee 
turers is composed of approximately 


engaged primarily in manufacturing activities 
mbers fall within the category of small business 

ulgated by various governmental agencies. The 

tinning interest in the progress and operations 
all, medium or large. It recognizes that the 
il to the welfare and progress of this country 
Small 


is essentl 
f enacted into law, would either establish the 
)as a permanent agency of the executive branch of the 
extend its life from June 30, 1955, to June 30, 1957. 


ness Administration established in 1953 duplicates in many 


Department of Commerce. It 
urea as the 33 field offices of the 


has some 40 regional 


cated in the same 
Much of the material put out by both agencies over 


n there is no justification to have in essence two 
One of these is charged with servicing small business. 
is expected to concentrate on medium and large 


opin 
tt 


! he other 
ication of effort, personnel, office space, etc., is highly waste 

The coexistence of the two agencies certainly is contrary 
of the present administration to effect economies in gov- 


‘ommerce has long been furnishing business of all cate 
lable assistance in many ways. Inevitably, because the prepond 
rican enterprises are small, the Commerce Department has been 
consideration and assistance to small business over many years. 
belief that for the most part the problems which should be 
same for all sizes of businesses. This is another 


it te our 
ern to Government are the 
why there is no necessity for two separate agencies of Government con 
s with the problems of business. 
(Association of Manufacturers strongly recommends that the 
\dministration be allowed to terminate on June 30, 1955, as pro- 
and such functions as are necessary and appropriate be 


- 
present ay 


Department of Commerce. 
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{ OMMITTER ON BANKING AND CURRENCY, 
United States Senate, Washington, D. ¢ 
GENTLEMEN: We appreciate the opportunity to ente! 
spect to the continuance of the Small Business Administrat 
The membership in the conference of American Smal 
is comprised of individual businesses (manufac i 


tribution) and of trade associations, small businessn 


less 


Loards of trade and chambers of commerce and the like 
national in scope and covers a wide cross-section of industries 
The members of the conference recognize there are problet 


business which need special attention. During the course of 


irged and seen small business offices set up in the several age) 
ments of Government, and also the Smaller War Plants Corporations, 
Defense Plants Administration, and now finally the Small Bus 
tion Both the SWPC and the SDPA served their purposes 
conditions. 
Three things gave rise to the drive for establishment 
hess agency, resulting in the act of Congress providi 
Business Administration 
l. Juformation and re presentation The desire of i business to have 


enter of information and aid to guide them to the proper places and persons hay 
ng jurisdiction over areas of specific problems 


Small Business knows that the presentations of requests or arguments on theit 
problems must be carried to the correct particular agency for the case, such as 
Department of Defense, Agriculture, Federal Trade Commission, and others. To 


xvoid loss of time and to effect a proper reception, it was deemed essential to 


small business that such an information center should be established 

Now with several million small business firms in several hundred industrial 
ind distributive categories, it was obvious that no one agency without a large 
personnel could undertake to represent these individual cases. It could only be 
an information center or reference bureau. It could only treat problems which 
develop according to some general pattern like that of a trade group. In 
dividuals and firms with their particular problems who may have expected such 
“representation” have felt frustrated because SBA has not been able to give this 
individual service effectively. 

2. Procurement.-—There is no question of the fact that SBA has pressed this 
phase of its operation with some vigor. It has worked out some favorable co- 
determinations which have resulted in a set-aside or somewhere near to $500 
millions in proposed purchases earmarked for small business. 

The chief procurement function, aside from this, seems to be notification by 
mail of procurement opportunities to the small business concerns registered 
Some 200,000 such notices have been sent to small business. Out of this mailing, 
it is stated that about 1,900 contracts have been awarded. This represents 
0.0095 percent of total notifications resulting in actual contracts since July 1, 1954. 
We understand the various departments of defense also maintain mailing services 
for small businesses registered directly with them. 

It is further noted that even after notification has been received, bidding often 
is either delayed or precluded by lack of availability of plans and prints, as in 
the case of a small firm which received the mailings—no plans available—and 
only secured its first contract by direct application to the Navy. 

A further examination of this kind of aid to small business seems to indicate 
that the smaller firms which need the most aid do not receive it. The $200 mil- 
lion represented in 3,100 contracts reported by the Small Business Administration 
indicates an average of $64,500 per contract (though individual contract amounts 
nay have exceeded $250,000 ) . 

While the overall figure of 3,100 contracts totaling $200 million looks good, and 
in one sense is good, it is to be reflected that since many of these contracts, run- 
ning from $100,000 to $250,000, would form a substantial part of the $200 million, 
the actual aid at the greatest level of need is comparatively small. A moderate 
decline in the rate of total Government procurement has often meant a very 
sharp decline in subcontracting by prime contractors, who tend to keep the work 
“at home” in their own plants. According to reports reaching us, this has hit 
small machine shops especially hard. But no conceivable kind or amount of 
government or any other financing would have any appreciable effect on this 
trend. These firms need business rather than money. 
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It is our observation that since there were according to the latest available 
statistics (Department of Commerce, first quarter, 1953) 279,481 small manu- 
facturers employing 500 or less, the effort, however sincere, of SBA to be of 

aterial procurement benefit to the smaller business group (which represents the 
argest percentage) is of necessity exceedingly limited 


» Finance We call attention to the loan record of SBA. It is our under- 
standing that the lending of money to small business was to fill a need which 
te banks or lending institutions were reluctant to meet because of their 
essential limitations as to risk, collateral, and other requirements. These limita 
lions are in the main imposed upon the banks by law. 

It was supposed that financial aid to small business by the Government would 
not be limited within such narrow confines. Losses, if incurred, were to be 
absorbed by the community as a whole, thus alleviating the direct impact of 
such loss on the local communtty. This is basically the philosophy underlying the 
creation of RFC: or at least so many small-business men thought. (We of the 
conference are opposed to this philosophy. ) 

Che history of SBA indicates a reversion from this to the accepted practices of 
finance. Naturally the area of aid was limited. The element of moral integrity 
and management ability of the individual became a minor quantum in judging 


he worthiness of a loan. It was the very feeling that the lack of due considera 


i 


on of moral integrity and management ability was a principal handicap in 
securing loans from banks and private lending institutions, that helped to bring 
SBA into being. 

This criterion has certainly limited the area of aid and in our opinion mini 
inizes almost to the vanishing point the purported value of the program for 
financial aid. The unknown numbers, who might succeed with the sort of aid 
which the original philosophy indicated, are untouched. No doubt an insured 
loan pattern such as FHA would have met the purported need particularly among 
smaller manufacturing, wholesaling and retailing establishments, 

\ realistic picture of this is shown in the report of the Small Business Admin- 
istration on loans to new business. The report includes 37 loans. Twelve loans 
were made for construction and working capital for grain elevators, 3 for ferti- 
lizer plants, 2 for mining and smelting. These 3 categories represent approxi 
mately 46 percent of the loans, nearly 33 percent is in grain elevators. 

With the Government-owned wheat nearing an all-time high, we can see the 
value of this one-third to store grain which in dollars represents $1,231,000 of the 
4,550 loaned either direct or in participation. We question whether this or 
$294,750 awarded to the smelting and fertilizer businesses represents any real 
risk loan, or is in keeping with the spirit and purpose for which the SBA was 
endowed with loan powers 

Add to this a 25-unit motel $110,000 on a participation basis plus $138,000 to 
a quarry, and it seems to us that SBA is not taking much risk in its aid. Nor 
is the aid reaching the “main streets” of our community life. These loans rep 
resent more than one-half of the aid to new business. 

Completing the picture with the relative size of the loans: 11 loans were 
$100,000 or over: 12 loans were $50,000 to $98,000; only 8 loans were $25,000 or 
under. 

Of the last 8, 1 was a retail grocery, 1 a shoe repair shop, 1 a restaurant, 1 a 
chicken hatchery, 1 a sheet metal shop, 1 a clothing manufacturer, 1 a lumber 
manufacturer and 1 a fertilizer plant, Is this not a picture of the impotency of 
the program of Goevernment lending to small business? 

Mr. Wendell Barnes has well stated that it has been necessary for him to em- 
phasize collateral security in the loan policy. An analysis of the report shows a 
high ratio of applications turned down (probably for lack of collateral or for 
intangible reasons) and a considerable portion withdrawn because banks or lend- 
ing institutions made the loans. Only 35 percent of the applications were even 
processed. It is not just to lay this fault at the door of Mr. Barnes or his staff. 
It appears they are acting in good faith according to the act of Congress. 

The largest number of business units in our small-business economy lies in 
the wholesale and retail and services areas. Yet out of 1,122 approved appli- 
cations, only 256 wholesalers and retailers benefited and 72 services, whereas 
manufacturing industries numbered 602, more than half. 

Perhaps the need is greater among the manufacturers, or the loans easier 
to process, or the collateral better. However that may be, we know there have 
been rumblings of dissatisfaction with the loan program in the field of whole- 
sale, retail and services. 
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These brief allusions to the record show that SBA lending is both unbalanced 
and insignificant. The number of loan applications reported is microscopic in 
proportion to the number of small businesses in the country. In March 1953, De 
partment of Commerce figures indicated that there were 2,019,869 employers 
of fewer than 500 employees in the country, and the number now probably ex 
ceeds 3 million. Applications (4,108) represent a minor fraction of 1 percent 
of this total, and applications granted (1,122) are absurdly nominal. This 
record seems a very thin excuse for so great a departure from the established 
principles of the Republic. Either the need is much greater than imagined, 
or the loan power should be abolished. All of this apart from the deeper ques 
tions of a philosophy of government. 

In addition to the original motives which led to the creation of SBA, sum 
marized above, two services have now become connected with it which deserve 
mention. 

The first is the dissemination of management aids in pamphlet form, more 
widely than heretofore. This was a traditional service of the Department of 
Commerce. Out of courtesy to the SBA, the Department has lent its services 
and resources to the SBA, and the SBA in turn has publicized these aids. This 
is an excellent example of comity in government, and we believe the SBA has 
in fact enlarged the scope of these services. But this hardly constitutes a foun 
dation for a new separate agency. 

The second is the conduct of educational classes and forums. It is commend 
able that the Small Business Administration has set in motion these classes 
and forums to which businessmen have responded. At this point the questions 
may appropriately be asked: 

Can this not be done without a separate agency ? 

How much of these several efforts is a duplication of existing programs? 

To what degree are we thus actually helping small business? 

Are we tending to create a divided economy, rather than treating the 
separate problems which are simply inherent in one phase of our total 
economic life? 

Two points seem clear to us, viewing the whole matter of small-business rep 
resentation in the Government. The first is the plain fact that the particular 
department, agency, or legislative committee, having jurisdiction of a subject, 
is the place where a decision is finally made in that subject, and so a small- 
business question has to go there in the end anyway. The second is our general 
experience, that the subject in all phases other than general research is usually 
better treated by an office, subagency or subcommittee of the unit having juris 
diction. 

Of course the history of the last 2 decades proves the need for special 
research in the needs of small business, and this history further proves that 
such studies are best made in the legislative branch of the Government, not the 
administrative. Studies of the Small Business Committees of either House have 
a more prompt and direct effect than anything produced in the executive 
branch. Such studies will highlight the realities of small-business problems 
by research, and will prod the various departments and agencies (which have 
the last say anyway ) into recognizing and acting on them. 

In summary, therefore, it would seem to us— 

1. That the quantitative benefits of SBA to the total world of small 
business are so small as to be difficult to judge statistically. 

2. That its significant functions could be as well, or better, and in any 
event more cheaply, performed by the Department of Commerce. 

3. That where there is special need for smail-business liaison in any 
particular department or agency, a small-business office or officer in that 
department can be made effective and will be more efficient. 

4. That the crossing of departmental jurisdictions on the administrative 
side, and of committee jurisdictions on the legislative side (apart from 
general research), makes for more confusion, not less; more paternalism, 
not less, and make things more difficult, not less, for small business and its 
intelligent representation as an integral part of a total economy. 

We feel that legislation extending the life of the Small Business Administra- 
tion, if passed, should be on a limited basis and should include provision for an 
exhaustive legislative scrutiny of the loan system, the effectiveness and quan- 
titative value of the procurement activities, and the duplication of facilities 
and activities of other agencies. 

Respectfully submitted. 

Haroitp H. Moss, Chairman. 
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SMALL DEFENSE INDUSTRIES ASSOCIATION, 


Glendale, Calif ipri 29, 195 


i \\ LA I lGl 
( mid scndate Bb thing and Currency Committee, 
Nenate Offices is Maing, i tshington, D f 
I) SENATOR FULBRIE Our association understands your committee has 
heduled hearings on the Small Business Administration We will be grateful 
sideration of our comments on certain key points 


1. The 2-year period of operation for the Small Business Act has barely been 
ent for development of a well-rounded organization and more time is 


cle ermit the Small Business Administration to become more effective 
We urgently recommend that the extended act contain provision for more 
extensive research into the causes of small-business problems. In this connec 
e are highly sensitive to the fact that big business continues io become 
bigger nd small business to become smaller Hence, we feel that assistance 
tyvyn rograms should be regarded as temporarily necessary, but secondary t 
grams aimed at developing measures which correct basic problems 


>. We believe one major corrective step needed is the introduction of a 


graduated income tax on corporations to increase the incentive for investment 
mia firms Under present tax laws, since the possibility of profit is 1m 
vreatel ith a small corporation than it is with a large company, average in 


vestors inevitably seek the greater security represented by the old, established 


Nov! The second semiannual report of the Small Business Administration 
le the fact that working capital of major manufacturing concerns increased 


i percent during a recent 4-year period, while working capital of small jirms 
rensed 5 percent in the same period 
1. We believe provision should be made for a special study (and a separate 
on of SBA, if necessary) to handle that unique segment of small business 
is composed of privately financed firms engaged in the highly technical 
nse production Many small companies receive orders placed 
by the military under the joint determination program. However, the great 
ajority of such orders are for civilian-type items. These involve no special 
technical skills 
We, by contrast, are concerned with the preservation of technical skills and 
pecialized facilities of that group of firms which does not make civilian type 
us, but which constitutes the broad mobilization base most capable of rapid 
expansion in time of emergency. These are the firms which contribute most to 
technological advances and which suffer most through the direct competition 
of Government-tinanced facilities 





Your courtesy in considering our views on these matters will be appreciated 
e will be happy to furnish additional detail if you desire 


JOUN MARSCHALK, 
Erecutive Director. 


Moriey County, Vatador, Tex., Way 2, 1955. 
Mr. J. H. YINGLING, 
Ch Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


DearR Mr. YINGLING: I have contacted several small-business men of this area 

hout S. 16 Chey are certainly in favor of the bill and are in favor of a little 
more liberal terms 

Llowever, if the farmers and ranchers who owe these small-business men were 
properly taken care of, this bill would be of very little real value. Since the 
present administration has seen fit to lower the income of the farmers around 
here in the face of a drought, then it might be favorable to loaning some money 
to the small-business men who have so patiently carried a big burden the past 
few years 

Sincerely, 
VANCE H. GILBREATH, 
County Judge, Motley County. 
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May 10. 1955 
Hon. WENDELL B. BARNEs, 


idministrater, Small Business Adn 


nistration., 
Washington 25. D. ¢€ 
Dear Mr. BARNES: This letter is in further regard to the hearings at which 
you testified vesterday In connection with part of your testimony, I sha 


appreciate having additional information on the following points 

1. You may recall that in discussing the fact that the Small Business Admin- 
stration was built on the Small Defense Plants Administration and that the 
programs of the two agencies are primarily the same, you stated that the joint 
determination program had been enlarged and strengthened under the Small 
Business Administration. In connection with this statement. I should like to 
have the following facts: (a) The amount, dollarwise, of joint 
made in each of the calendar years 1952, 1958, and 1954: (b) 


determinations 
the percentage ot 
the defense dollar given to small business through prime contracts for each of 
the years 1951, 1952, 1953, and 1954. 

2. You stated that the Small Defense Plants Administration had taken nine 
prime contracts. I believe that all of these occurred in 1953. Please furnish 
nie With the dates on which the nine contracts were taken and the dollar amount 
of each 

Inasmuch as the Small Business Administration seemingly has not exercised 
this authority, do you recommend that the authority be retained‘ 


Please send to me the names, the salaries and the dates employed of each of 
your 100 highest paid employees Please, also, indicate which of these, if any, 
were taken from the civil-service register. 

You may or may not indicate the party affiliation, except in listing the regional 
directors, I should like to have the party affiliation specified 

4. How many supergrades are presently employed ba the Small Business Admir 
istration? Do you need legislation to retain this number? How many super 
grades do you recommend for the Small Business Administration should pending 
legislation relating to this subject be modified so as to set some limit? 
» Is your opposition to the capital bank recommendation, you used as part 
of your argument that small companies now find it must easier to raise long- 
term capital through stock issues. Please give me several examples wherein this 
is true 

6. Iam of the opinion that the Reconstruction Finance Corporation’s disaster 
loan program enjoyed a very satisfactory repayment record If such informa 
tion can be easily obtained, I shall appreciate your sending it to me 

In view of the fact that the hearings will be printed in the near future, I shall 
appreciate your cooperation in supplying me with this information as soon as you 
can conveniently do so. 

Sincerely, 


WAYNE MORSE. 





SMALL BUSINESS ADMINISTRATION, 


Washington >. mo: OC... Mae 13, 1955 


Hon. WAYNE MORSE, 
Chairman, Subcommittee on Banking and Currency of ti 
Nelect Committee on Small Business. 
United States Senate, Washington, D.C 


Dear SENATOR Morse: In reply to your letter of May 10, 1955, we are 
mitting herewith the additional information which you have requested 

1. (a) In your first question you refer to my testimony at the hearing when 
n reference to your question regarding our joint determination authority, I 
indicated that our joint determination program had become a “larger and more 
effective program.” In making that statement I was referring only to the in- 
crease in the percentage of the defense dollar going to small business through 
joint determinations. Defense expenditures decreased from $28 billion in fiscal 
year 19538 to $11 billion in fiscal year 1954, while the joint determination per- 
centage increased from 1.97 to 2.14. It is estimated that the joint determination 
percentage in fiscal vear 1955, will approximate 3.5 percent of the total value 
of contracts placed. These figures are set forth in exhibit A which is attached 
hereto in reply to question No. 1 (@) 


sub 
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(6) Exhibit B sets forth the percentage of defense dollars given to small 
isiness through prime contracts. This is in reply to your question No. 1 ()) 
2. In reply to your second question, you will find in exhibit C a list of the nine 
prime contracts taken by the Small Defense Plants Administration with the 
dates and dollar amounts of each of these contracts. 

As to your inquiry concerning the prime contract authority of the Small 
Business Administration, this authority is considered standby in nature which 
may be used in the event of an emergency. It is therefore recommended that 
this authority be retained 


} 


$. In your third question, you have asked for the names, salaries and dates 
of employment of each of the 100 highest paid employees. These are set out 
in detail in exhibit D. Sixty-five percent of the 117 employees listed in exhibit 
lL) have competitive civil-service status acquired previous to their employment 
by this Administration and were appointed to this Agency through transfer from 
other Federal agencies or reinstatement in the Federal service. Further, 5 


employees occupying supergrade positions and 2 Deputy Administrators have 
competitive civil-service status with an average of 24 vears of accreditable serv 
ce. The average accreditable service for the 117 employees listed is 13 vears 


Highty-five percent of the total present employees of this Agency as of April 30, 
1955, have competitive ‘civil-service status. 
[I am unable to report accurately the political affiliation of the regional di- 
rectors or the above named 117 individuals as requested. No such inquiry is 
ide on the Government employment forms, and no applicant for a position 


or appointment to the Small Business Administration is asked to state or reveal 
political affiliation. The information you seek can be obtained only by a 
canvass of each individual named. As you probably know, I am prohibited by 
the following civil-service regulation from making such inquiry; however, | 


believe that most of the regional directors are affiliated with the Republican 
Party 

(2-19 Federal Personnel Manual, provides: “No person employed in the execu- 
tive branch of the Federal Government who has authority to take or recommend 
any personnel action with respect to any person who is employed in the competi- 
tive service or any eligible or applicant for a position in the competitive service 
shall make any inquiry concerning the political affiliation of any such employee, 
eligible or applicant, except as to such membership in political parties or organi- 
zations as constitutes by law a disqualification for Government employment.” 

4. In reply to your fourth question, this Administration has been allocated 
13 supergrade positions, 12 of which are filled at the present time. The Small 
Defense Plants Administration, predecessor to this Administration, was au- 
thorized to employ personnel in supergrades under section 710 of the Defense 
Production Act of 1950, since it was an agency created under that act. However, 
the Small Business Act of 1958 did not contain supergrade authority and our 
present positions are assigned under the Defense Production Act by the Director 
if the Office of Defense Mobilization. With the imminent expiration of the 
Defense Production Act of 1950, as amended, and upon advice from the Civil 
Service Commission that if the Defense Production Act is not extended it 
would not be possible “numerically to avoid the necessity for new legislation 
by attempting to cover the Defense Production Act supergrades under the 
numerical limitation of 550 established in the Classification Act.” Therefore, 
we have recommended that section 205 of the Small Business Act of 1953 be 

mended to authorize 15 supergrade positions. This number will permit us to 
retain the 18 positions presently established and provide for such reasonable 
expansion as will permit flexibility of operation and staffing under the new 
legislation. The language suggested in the amendment proposed by Senator Thye 
is standard wording to provide supergrade authority for those agencies which 
were not established at the time of the enactment of the Classification Act of 1949. 

5. In answer to your fifth question, exhibit E contains several examples of 
small companies that have recently found it easier to raise long-term capital 
through stock issues. 

6. Your sixth question requests information relating to the repayment record 
of the Reconstruction Finance Corporation disaster loan program. We have 
heen informed by the RFC that through December 31, 1953, of the $69,440,924 
disbursed during its entire program, losses had amounted to $3,611,357 or about 
5.2 percent. At June 30, 1954, when the Small Business Administration took 
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over the liquidation of 3,229 remaining disaster loans, amounting to $14,722,270, 
only 434 were delinquent to the extent of $406,302. Most of these were delinquent 
only 30 to 60 days and relatively little loss is anticipated 
I trust this is the information you have requested ‘lease do not hesitate to 
call on us should any other information be desired 
Sincerely yours, 
WENDELL B. BARNES, Administrator 
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American Steel Fabricators_| Ordnance 13,000 truck pedestal gun $850, 200.00 | Jan. 15, 1953 
mounts 
Northern Steel & Stoker Quartermaste! 23,000 immersion heaters 38, 560. 00 Apr 6, 1953 
Cory 
MeGrath-sSt. Paul Co Ordnance 10,025 in or M3 metal 76, 941.00 | Apr. 17,19 
Productions, Inc ASTAPA 32,000 duffel bags 21,440.00 | May 1,1953 
Chies Manufacturing Co. ASTAPA 22,680 duffel bags 21, 319, 20 Aug. 195 
Valley Woolen Mills, Ine ASTAPA 20,000 white wool blankets 214,000.00 | May 28,19 
Wood Specialty Manufac- Ordnance 108,000 wood ammunitior 117,300.00 | May 29, 1953 
turing Co boxes 
Black-Baker Manufactur- do 30,000 wood ammunitior 15, 200. 00 Aug. 11, 1953 
ing Co.2 boxes 
Brussell Machinery Corp do M4 sights, 6060 558, 850.95 | June 17, 1953 
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2 Reprocured to replace terminated contract 
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EXHIBIT E 

Graham Bell Limited : 120,000 shares of common stoc with an offeri price of $2.50 
per share The underwriter is Aetna Securities Corp The date of the offering lar is 
December S, 1954 

rechbuilt Homes, Inc. : 120,000 shares of common stock at $2.50 pe é I erw 
s Aetna Securities Corp rhe date of the offering circular is August 27, 1954 

linellas Industries, Ine. : 9,975 shares of common stock : $4.75 hare along 
$250,000 of convertible debentures Underwriter is Eisele & King, | re, S t & ¢ 
Che date of the offering circular is July 22, 1954 

Tampa Marine Cc 500,000 shares of common stock at $5 per sl Underwr 
Gulf-Atiantic, Ine. The date of the offering circular is November 3, 1954 

Bowl-Mor Co., Ine 200,000 shares of Common stock and 200,000 ares ¢ preferred 
stock in a unit of $5.50 per unit Underwriter is Aetna Securities Corp The date of the 
offering circular is January 1955 : 

J. P. Burroughs & Son, Inc. ; 80,000 shares of common stock at $4.1214 per share Under 
writer is Kisele & King, Libaire, Stout & Co The date of the i ‘ s J y 
24, 1955 

Ready-Made Buildings, In¢ 150,000 shares of common sto¢ t $2 per share Under 

r is Aetna Securities Corp The date of the offering circu s Februar 28. 1955 
etrolane Gas Co., Ine 75.000 shares of common stock at S2 per share nderwt 


I | 
is P. W. Brooks & Co The date of the offering circular is October 13, 1953 
In addition, there are innumerable issues which have en floated 


mining stocks 


Senator Morsr. Before we close the hearing. | would like to fix the 
date for the first executive meeting of the committee. Let the record 
show that the clerk of the committee will notify the members of the 
subcommittee that an executive session of the subcommittee will be 
held Tuesday afternoon, May lf,at2 p.m. 

There being no further witnesses scheduled, the hearing will stand 
in recess subject to further call by the chairman. 

(Whereupon, at 11:30 a.m. the subcommittee recessed until further 
call by the chairman.) 


x 





